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PART I .
ltem 1. BUSINESS +- - - .

{ Doﬂar amounts in millions, except Jor per share data, unless olhermse _stated) ' ' *
General o ’ . : S

The Hartford Einancial Serwces Group, Inc, (togelher wnth its subsidiaries, “The Hartford” or the * Company”) isa dwers:ﬁcd insurance
and financial scrvtces company The Hanford headquartered in Connectlcut is among the largest providers of investment products,
individual life, group life and’ group d:sablllty insurance products, and property and casualty insurance products m the United States,
Hartford Fire Insurance Company, founded in 1810, is the oldest of The Hartford’s subsidiaries. The Hariford writes insurance in the
United States and internationally. At December 31, 2006, total assets and total stockholders equny of The Hartford were $326.7 bllhon
and $18.9 billion, respecuvely I , o ‘ ,

Organization

The Hartford strives to mamlam and enhance its position as a_.market leader within the financial services industry and to maximize
shareholder value. The Company pursues a strategy of developing and selling diverse and innovative products through multiple
distribution channels, continuously developing and expanding those distribution channgls, achieving cost ‘efficiencics through
economies of scale and 'improved technology, maintaining effective risk. management and prudent underwriting techniques and
capitalizing on its brand name and customer recogmuon of The Hartford Stag Logo, one of the most recognized symbols in the financial
services industry: ' : - T . . .. ‘ -

As a holding company that is separate and distinct from its subsidiaries, The Hartford Financial Services Group, Inc. has no significant
busjness operations of its own. Therefore, it relies on the dividends from its insurance companies and other subsidiari€s as the principal

source of cash flow to meet its obligations. Additional information regarding the cash flow and liquidity needs of The Hartford .

Financial Services Group, Inc. may be found in the Capital Resources and. Liquidity section of ltem 7, Management’s- Discussion and
Analysis of Financial Condition and Results of Operations (“"MD&A”). ., . L .o Lo

The Co'rnpany'maintains a retail mutual fund opcration whereby the Co'mpany, through wholly-owned subsidiaries, provides investment
management and admlmstratlve services to The Hartford Mutual Funds, Inc. and The Hartford ‘Mutual Funds I, Inc. (“The Hartford
mutual funds”) familics of 52 mutual funds and 1 ¢losed end fund. Investors can purchase “shares”"in The Hartford mutual funds, all of
which are registered with the Securities and Exchange Commission in accordance with the Investment Company Act of 1940. ' The
Hartford mutual funds are owned by the shareholders of those funds and not by the Company. : :

ReportmgSegments A P o _— o CELr

The Hartford is orgamzed info two major operations: Life and Property &” Casualty each comammg reportmg, segments Within the
Llfc and Property & Casualty” operations, The Hartford conducts’ business pnnc1pally in ten opcratmg segments. Additionally,
Corporate primarily 1ncludcs the Company s debt financing and related interest expcnse as well-as certain capllal raising activities and
purchase accounting ad_]ustments

A PR * .- 3 Nl 3 R

Life is organized into six reportable operating segments: Retail Products Group (“Rctaﬂ”) Retirement Plans, Institutional Solutions
Group (¢ lnsutuuonal”) Individual Life, Group Benefits and International.

Retail offers individual variable and fixed market value adjusted ("MVA”). annuities, retail mutual fynds, 529 college savings plans,
Canadian and offshore mvestment products. ',

1
'

Retirement Plans pro'vides products and services to corporations pursuant to Section 401(k) and products and services to municipalities
and not-for-profit orgamzatlons under Section 457 and 403(b) of the IRS code Retirément also offers mutual funds to individual
mvestors g ' o o

Institutional primarity offers msnrutlonal liability products, mcludmg stable value products and .instinitional annuitics (pnmanly
terminal funding cases), as well as variable Private Placement Life Insurance (“PPLI) owned by corporations and high nét worth
individuais. . Within stable value, Institutional has an investor note program that offers both institutional and retaif investor notes.
Institutional and Retail notes are sold as funding agreement backed notes through trusts and may also be.issued directly from the
company to investors. [Institutional-also offers mutual funds to institutional investors. Furthérmore, Institutional offers.additional
mdmdual products mcludmg strucrured scttlcmcnts consumer notes and single premlum 1mmed1ate annuities and longevny assurance.

or " i

Indlwdual Life se]ls a variety of llfe insurance products mcludmg variable umversal llfc, umversal life, interest sensitive whole life and
term life. . : : i V- L o .

Group Benefits provides employers associations, afﬁmty groups and ﬁnancml institutions w:th ;,roup life, accident and disability
coverage, along with other products and services, including voluntary benefits, group retiree health, and medical stop loss.

International, which has operations located in Japan, Brazil, Ireland and the United Kingdom, provides investments, retirement savings
and other insurance and savings products to individuals and groups outside the United States and Canada.

3



Life includes in an Other category its leveraged PPLI product line of business; corporate items not directly allocated to any of its
reportable operating segments; net realized capital gains and losses on fixed maturity sales generated from movements in interest rates,
less amortization of those gains or losses back to the reportable segments; net realized capital gains and losses generated from credit
related cvents, less a credit risk fee charged to the reportable segments; net realized capital gains and losses from non-qualifying
derivative strategies (mc]udmg embedded derivatives) other than the net periodic coupon settlements on credit derivatives and the net
periodic coupon settlements on the cross currency swaps used to economically hedge currency and interest rate risk generated from sales
of the Comparniy’s yen based fixed annuity, which are allocated to the reportable segments; the mark-to-market adjustment for the cquity
sccurities held for trading reported in net investment income and the related change in intcrest credited reported as a component of
benefits, losses and loss adjustment expenses since these items are not considered by the Company s chief operalmg, decrsron makcr in
evaluating the International results of operations; and intersegment eliminations.

Property & Casualty is organized into four reportable operating segmenis: the underwriting segments of Business Insurance, Personal
Lines, and Specialty Commercial (collectively “Ongoing Operations™); and the Other Operations segment.

Business Insurance provides standard commercial insurance coverage to small commercial and middle market commercial businesses
primarily throughout the United Statcs. This ségment offers workers’ compensation, property, automoblle liability, umbrella and
marine coverages. Commercial nsk management products and services arc also provrded

Personal Lines provides automobr]e, homeowners’ and home-based business coverages to the members of AARP through a dircct
marketing operation and to individuals who prefer local agent involvement through a network of independent agents in the standard
personal lines market. Personal Lines also operates a member contact center for health insurance products offered through AARP’s
Heallh Care Options. :

L]
- v,

Thc Specialty Commercial segment offers a varlety of customized insurance products and risk management services. Specialty
. Commercial provides standard commercial insurance products including workers® compensation, automobile and liability coverages to
“large-sized companies. Specialty Commercial also provides professional liability, fidelity, surety, specialty casualty and livestock

covcrages, as well as core property and cxcess and surplus lines coverages not normally written by standard lines insurers. Alternative
markets, within Specialty Commercial, provides insurance products and services primarily to captive insurance companies, pools and
seifinsurance groups. [n" addition, Specialty Commercral provides "third party admini$trator services for claims administration,
inlegrated benefi ts, loss control and performance measurcment through Specmlty Risk Services, a ‘;ubsrdlary of the Company

The Other Operations segment consists of certain property and casualty insurancc operations of The Hartford which have dlscontmued
writing new business and includes substantially all of the Company’s asbestos and environmental ¢xposures.

The measure of profit or loss used by The Hartford's management in evaluating the performance of its Life segments is net’income.
Likewise, within Property & Casualty, net income is the measure of profit or loss used in evaluating the performance of Total Property
& Casualty, Ongoing Operations and 'the Other Operations segment. Within Ongoing Operations, the undefwriting segments of
Business Insurance, Personal Lines and Specialty Commercial afé evaluated by The Hartford’s management primarily based upon
underwriting results. Underwriting results represent prcmlums carned less incurred losses, loss adjustment expenses and underwriting
expenses. The sum of underwriting results, other revenues, net investment income, net realized capital gains and losses, other expenses,
and related income taxes is net income (loss). - :

Life

Life’s business is conducted by Harlford Life, Inc. (“Hartford Life” or “Life™}, an mdrrect subsidiary of The Hartford, headquartered in
Simsbury, Connecticut, a leading financial services and insurance organization. Hartford Life provides (i) retail “and institutional
investment products, including variable annuities, fixed market value adjusted (“MVA”) annuities, mutual funds, prrvate placement life
insurance, which includes life i insurance products purchased by a company on the lives of its employees, and retirement plan services for
the savings and retircment needs of over 5.0 million customers, (ii) life insurance for wealth protection, accumulation and transfer needs
for approximately 754,000 customers, (1ii) group benefits products such as group life and group disability insurance for the benefit of
millions of individuals, and (iv) fixed and variable annuity products through its international operations for the savings and retirement
needs of approximately 450,000 customers. Life is one of the largest sellers of individual variable annuities, variable universal life
insurance and, group lifc and disability insurance in the United States. Life’s strong position in each of its core businesses provides an
opportunity’ to increase the sale of Life’s products and services as individuals: increasingly save and plan for retirement, protect
themselves and their families against the financial uncertainties associated with disability or death and engage in estate planning.

Hartford Life is among the largest consolidated life insurance groups in the United States based on statutory assets as of December 31,
2006. In the past year, Life’s total asscts under management, which inciude $43.7 billion of third party assets invested in Life’s mutual
funds and 529 College Savings Plans, increased 18% to $327.5 billion at Decermber 31, 2006 from $276.5 billion at December 31, 2005.
Life generated revenues of $14.1 bitlion, $15.0 billion and $11.4 billion in 2006, 2005 and 2004, respectively. Additionally, Life
gencrated net income of $1.4 billion, $1.2 billion and $1.4 billion in 2006, 2005 and 2004, respectively.




Customer Service, Technology and Economies of Scale

Life maintains advantageous economies of scale and operating efficiencies due to its growth, attention to expense and claims
management and commitment to customer service and technology. These advantages allow Life to competitively price its products for
its distribution network and policyholders. In addition, Life utilizes technology to enhance communications within Life and throughout
its distribution network in order 1o improve Life's efficiency in marketing, selling and servicing its products and, as a result, provides
high-quality customer service. In recognition of excellence in customer service for individual annuities, Hartford Life was awarded the
2006 Annuity Service Award by DALBAR Inc., a recognized independent financial services research organization, for the eleventh
consecutive year. Hartford Life is the only company. to receive this prestigious award in every year of the award’s existence. Also, in

2006 Life earned it's fourth DALBAR Award for Mutval Fund service, as well as,"Retirement Plan Service which recognizes Hartford

Life as the No. | service provider of mutual funds and retirement plans in the industry. -Continuing the trend of service excellence,
Life’s Individual Lifc scgment won its sixth consecutive DALBAR award for service of life insuranée customers. Addmonally, Life's
Individual Life segment also won its fifth DALBAR Fmanmal Intcmlcdlary Service Award in 2006. -

* )

Risk Management . -

Life’s product designs, prudent underwriting standards and 'risk managemem techniques are structured to protect it against -
disintermediation risk, greater than expected mortality and morbidity experience, fore:gn currency nsk and, risks associated with certain

product features, specifically the guaranteed minimum death bencfit (“GMDB"), guaranteed minimum withdrawal benefit (“GMWB™)
and guaranteed minimum income benefit (“GMIB”) offered with variable annuity products. As of December 31, 2006, Life had limited
exposure to disintermediation risk on approximately 98% of its domestic life insurance and annuity liabilities through the use of separate
accounts, MVA features, policy loans, surrender charges and non-surrenderability provisions. Life cffectively utilizes prudent
underwriting to select and price insurance risks and regularly monitors mortality and morbidity assumptions to determine if experience
remains consistent with these assumptions and to ensure that its product pricing remains appropriate. Life also enforces disciplined
claims management to protect itself against greater than expected morbidity experience. Life uses reinsurance structures and has
modified benefit features to mitigate the,mortality exposure associated with GMDB. Life also uses reinsurance and derivative
instruments to attempt to minimize equity risk volatility on GMWB and, to some degree, foreign currency risk associated with the
GMIB liability. .

Remﬂ'

The Retail segment focuses, through the sale of individual variable and fixed annuities, mulua] funds and other investment producls on
the savings and retirement needs of the growing nurmber of individuals who are preparing for retirement or who have already retired.
This segment’s assets under management grew to $164.9 billion at December 31, 2006 from $145.9 billion at December 31, 2005 and
from $137.1 billion at December 31, 2004, Retail generated revenucs of $3.5 billion, $3.2 billion and $3.0 billion in 2006, 2005 and
2004, respectively, of which mdmdual annuities accounted for $2.8 billion, $2.7 billion, and $2.6 billion for. 2006, 2005 and 2004,
respccuvely Net income in Retail was $628 $622 and $503 in 2006, 2005 and 2004 respectively.

Life sc]is both variable and fixed individual annuity products through a wide dlSlnbutlon network of national and reglonal broker-dealer
organizations, banks and other financial institutions and independent financial advisors. Lifc is a market leader in the annuity industry
- with deposits of $13.1 billion, $11.5 billion and $15.7 billion in 2006; 2005 and 2004, respectwe]y ‘Life was among the largest sellers
of individual retail variable annuities in the United States with deposits of $12.1 billion, $11.2 billion and $15.0 billion in 2006, 2005
arid 2004, respectively. In addition, Life continues to be the largest seller of individual retail variable annuities through banks in the
United States. ' ’ : ” :

Life’s total account value related to individual annuity products was $124.3 billion as.of December 31, 2006." Of this total account
value, $114.4 billion, or 92%, related to individual variable annuity products and $9.9 billion, or 8%, related primarily to fixed MVA
annuity products. As of December 31, 2005, Life’s total account value related to individual annuity products was $115.5 billion. Of
this total account value, $105.3 billion, or 91%, related to individual variable annuity products and $10.2 billion, or 9%, related
primarily to fixed MVA annuity products. As of December 31, 2004, Life’s total account value related to individual annuity products
was $111.0 billion. Of this total account value, $99.6 billion, or 90%, related to individual vanab]e annuity products and $11.4 billion,
or 10%, related primarily to fixed MVA annuity products. -

Life continues to emerge as a significant participant in the mutual fund business. Reta:l mutual fund assets were 338 5 billion, $29.1
billion and $25.2 billion as of Deceinber 31, 2006, 2005 and 2004, respecuvely Retail mutual fund sales were $ll 1 billion, $5.8
bitlion and $5 9 billion in 2006, 2005, and 2004 Tespectively.” |

Principal Products

Individual Variable Annuities -—— Life earns fecs, based on policyholders’ account values, for managing variable annuity assets,
providing various death benefits and principal guarantees, and maintaining policyholder accounts. Life uses specified portions of the
periodic deposits paid by a customer to purchase units in one or more mutual funds as directed by the customer, who then assumes the
investment performance risks and rewards. As a result, variable annuities permit policyholders to choose aggressive or conscrvative
investment strategies, as they deem appropriate, without affecting the composition and quality of assets in Life’s general accouni. These
products offer the policyholder a variety of equity and fixed income options, as well as the ability to earn a guaranteed rate of interest in
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the general account of Life. Life offers an cnhanced guaranteed rate of interest for a specified period of time (no longer than twelve
months) if the poli¢yholder clects to dollar-cost average funds from Life’s general account into onc or more separate accounts, Prmcnpal
guarantees include guaranteed minimum death and wnthdrawal benefi ts

The majonty of the contracts with the guaranteed death beneﬁt feature are sold by the Retail Products Group segment. Hartford Life
pays the greater of (1} account value at death, (2) the sum of all premium payments: less prior withdrawals; or (3) the maximum
anniversary value of the contract, plus any premium payments since ‘the contract anniversary, minus any withdrawals following the
contract anniversary. For certain guarantecd death benefits sold with variable annuity contracts beginning in June 2003, the Company
pays the greater of (1) the account value at death; or (2)'the maximum anniversary value; not to exceed the account value plus the
greater-of (a) 25% of premium payments, or (b) 25% of the maximum anniversary value of the contract. The GMWB provides the
policyholder with a guaranteed remaining balance (“GRB”) if the account value is reduced to zero through a combination of market
declines and withdrawats. The GRB is generally equal to- premiums less withdrawals. However, annual withdrawals that exceed a
specific percentage of the premiums paid may reduce the GRB by an.amount greater than the withdrawals and may also impact the
guaranteed annual withdrawal amount that subsequently applies after the excess annual withdrawals occur. For certain of the withdrawal
benefit features, the policyholder also has the option, after a specified time period, to reset the GRB to the then-current account value, if
greater. In addition, the Company has introduced features for contracts issued beginning in the fourth quarter of 2005, that allows the
policyholder to receive the guaranteed annual w:thdrawal .amount for as long as they are alive. In this new feature, in all cases the
contract holder or their beneficiary will receive the GRB and the GRB i is’ reset on an annual basas to the maximum anniversary account
value subject to a cap.

+ A A -t ) T, . .

Policyholders may make deposits of varying amounts at regular or irregular intervals and the value of these assets fluctuates in
accordance with the investment performance of the funds selected by the policyholder. To encourage persistency, many of Life’s
individual variable annuities are subject to withdrawal restrictions and surrender charges. Surrender charges range up to 8% of the
contract’s deposits less withdrawals, and reduce to zero on a sliding scale, usually within seven years from the deposit date. Individuat
variable annuity account valucs of $114.4 billion as of December 31, 2006, have grown-from $105.3 billion as of December 31, 2005,
primarily due to equity market appreciation. Approximately 95% and 94% of the individual variable annuity account values were held
in separate accounts as of December 31, 2006 and 2005, respccttvely '

The assets underlying Life’s variable annuitics are managed both internally and by independent money managers, while Life provides
all policy administration services. Life utilizes a sclect group of money managers all of which are among the nation’s most successful
investment managers. Furthermore, each money manager is compensated on sales of Life’s products and enhance the marketability of
Life’s annuities and the strength of its product offerings. Hartford Leaders, which is a multi-manager variable annuity that combines the
product manufacturing, wholesaling and service capabllltles of Life with the investment management expertise of American Funds,
Franklin Templeton Group, AIM Investments and MFS lnvestmcm Management, is an industry leader in terms of retail sales. In 2005,
the Director M variable annulty was introduced to combine the product manufacturing, wholesaling and service capabilities of Life with
the investment management expertise of We]lmgton Management Company, LLP ( ‘Wellington”) and Hartford Investment Management
Company (“HIMCO"), the two money managers for the former Director product, as well as an additional six premier investment firms:
AllianceBernstein, Fidelity Investments, Lord Abbett, Oppenheimer Funds, Putnam and Van Kampen.

Fixed MVA Annuities — Fixed MVA .annuities are fixed rate annuny contracts whlch guarantee a specnfic sum of money to be. pa:d in
the future, either as’'a lump sum or. as monthly income. 'In the event that a policyholder surrcnders a policy prior to the end of the
guarantee period, the MVA feature increases or decreases the cash surrender value of the annu;ty in respect of any interest rate decreases
or increases, respccnvely, thercby protecting Life from losses due to higher interest rates at the time of surrender. The amount of the
lump sum or monthly income payment will not fluctuate due to adverse changes in other components of Life’s investment return,

mortality experience or expenses. Life’s primary fixed MVA annuities have terms varying from one to ten years with an average lerm
to maturity of approximately four years. Account values of fixed MVA annumes were $9.9 billion, $10.2 billion and $11.4 billion as of
December 31, 2006, 2005 and 2004, respectlvely

Mutual Funds — Life launched a family of retail mutual funds for Wthh Life pr0v1des investment managcmcnt and administrative
services. The fund family has grown sngmﬁcamly frorn 8 funds at inception to the current offering of 52 mutual funds and | closed end
fund, including the addition of 4 new funds in 2006, The Hartford Balanced Income Fund, The Hartford Large Cap Growth Fund, The
Hartford Mid Cap Growth Fund and the Hartford Select.Small Cap Value Fund. Life’s funds are managed by Wellington and HIMCO.
E.ife has entered into agreements with over 1 200 financial services firms to distribute these mutual funds. .

-

Life charges fees to the shareholders of the mutual funds which are recorded as revenue by, Life. Investors.can purchase shares in the
mutual funds, all of which are registered with the Securities and Exchange Commission, in accordance with the Investment Company
Act of 1940. The mutual funds are owned by the shareholders of those funds and not by Life. As such, the mutuaal fund assets and
liabilities, as well as related investment returns, are not reflected in The Hartford’s consolidated financial statements. Total retail mutual
fund assets under management were $38 5 bllhon $291 billion, and $252 billion as of Deccmber 3, 2006 2005 and 2004,
respectwely - ’ P :
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Marketing and Distribution

_Life’s distribution 'network is based on'management’s strategy of utilizing multiple and competing distribution channels to achieve the
broadest distribution to reach target customers.. The success of Life’s marketing and distribution system depends on its product
offerings, fund performance, successful utilization of wholesaling organizations, quality of customer service, and relationships with
national and regional broker-dealer firms, banks and other financial institutions, and.independent-financial advisors (through which the
sale of Life’s retall investment products to customers is consummated)

Life maintains a distribution network: of approx:mately 1,500 broker-dealers and approxsmalely 500 banks As of December 31; 2006,
Life was selling products through the 25 largest retail banks in the United States. Life periodically negotiates provisions and terms of its
relationships with unaffiliated parties, and there can be no assurance that such terms will remain acceptable to Life or such third parties.
Life’s primary wholesaler of its individual annuities is PLANCO Financial Services, LLC and its affiliate, PLANCO, LLC (collectively
“PLANCO”) which are wholly owned subsidiarics of Hartford Life and Accident Insurance Company (“HLA™). PLANCO is one of the
nation’s largest wholesalers of individual annuities and has played a significant rolc in The Hartford’s growth over the pdSt decade.” As a
wholesaler, PLANCO dlstnbutes Life’s fixed and variable annuities, mutuat funds, 529 plans and offshorc products by providing sales
support to registered rcprcscntatlves financial planncrs and broker-dealers at brokerage firms and banks across the United Statcs.
Owning PLANCO secures an important distribution channel for Life and gives Life a wholesale distribution platform which it can
expand in terms of both the number of individuals wholesallng its products and the portfolid'of products which they wholesale.

e - . v, + N

) Coermro . _ ) . ' o _ ) ,

Retail co'mpetes with numerous other insurance companics as well as certain banks, securities brokerage firms, independent financial
advisors and other financial intermediaries marketing. annuities, mutual funds and other retirement-oriented products. Product sales are
affected by competitive factors such as investment performance ratings, product des:gn vmb:hty in the marketplace, financial strength
ratings, distribution capabﬂltles levels of charges and credited rates, reputanon and customer service, . . '

* Retirement Plans

Life is among the top providers of retirement products and services. Products and services offered by Retirement include asset
management and plan administration sold to mumcnpalltles and not-for-profit organizations pursuant to Scction 457 and 403(b) of the
Internal Revenue Code of 1986, as amended (referred to as “Section 457" and “403(b)”, respectively). Life also provides rctirement
products and services, including asset management and plan’ administration sold to smail- and medium-size’ corporatlons pursuant to
Section 401(k) of the Internal Revenue Code of 1986, as amended (referred to as “401(k)")."

Life’s total account values related to retirement plans were $23.6 billion, $19.3 bitlion and $16.5 billion as of December 31, 2006, 2005
and 2004, respectively. Governmental account values were $11.5 billion, $10.5 billion and $10.0 billion as of Deccmber 31, 2006, 2005
and 2004, respectively. 401(k) products account values were $12.0 biilion, $8.8 billion and $6.5 billion as of December 31, 2006, 2005
and 2004, respectively. Retirement Plans generated revenues of $538, $470 and $434 in 2006 ,2005 and 2004 rcspccuvcly, and net
ncome of 5109, 575 and $66 in 2006, 2005 and 2004, respectively.

Prmcwa! Products

Governmental — Life sells retirement plan products and services to muinicipalitiés under Seétion 457 plans. Life offers a number of
 different investment products, including variable annuities and fixed products,-to the employees in Section 457 plans. Generally, with
the variable products, Life manages the fixed income funds and certain other outside money managers act as advisors to the equity funds
offered in Section 457 plans administered by Life. As of December 31 2006, Life administered over 3,600 plans under Sections 457
and 403(b). . . .

401 (k) — Life sells retirement plan products and services to corporations under 401(k) plans targetmg ‘the small and medium case
markets. “Life believes these_markets are under-penetrated in comparison to the large case market. “The number of 401(k) plans

admiriistered as of December 31 2006 was over 12,700. Total assets under management were $13.2 billion, $9.8 billion and $7.3

billion as of December 31, 2006, 2005 and 2004, r_equ:t‘:tivcly. _

Marketing and Distribution’

In the Section 457 market, Retirement Plan’s distribution network uses internal personnel with extensive experience to sell its products
and services in the retirement plan and institutional markets, The success of Life’s marketing and distribution system depends on its
product offerings, fund performance, successful utilization of wholesaling organizations, quahry of customer service, and relationships
with national and regional broker—dcaler ﬁrms banks and other financial institutions.

In the 401(k) market; Renrement Plan’s primary wholesaler of its plans is PLANCO. As'a wholcsaicr PLANCO distributes Life’s
401(k) plans by providing sales support to registered representatives, financial planners and broker-dealers at brokerage firms and banks
across the United States. In addition, Life uses internal personnel with extensive experience in the 401(k) market-to sell its products and
serwces in the ret1rement plan market
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Competition

Retirement Plans competes with.numerous other insurance companies as well as certain banks, securities brokerage firms, independent
financial advisors and other financial intermediaries marketing annuities, mutual funds and other retirement-oriented products. Product
sales are affected by competitive factors such as investment performance ratings, product design, visibility in the marketplace, financial
strength ratings, distribution capabilities, levels of charges-and credited rates, reputation and customer sérvice.

For the Section 457 and 403(b) as well as the 401(k) markets, which offer mutual funds wrapped in a variable annuity or mutual fund
retirement program (government markets), the variety of available funds and their performance is most important to plan sponsors. The
competitors tend to be the major mutual fund companies. :

- . 4 v

I nsmunonal . - ' . '

. e . REN

Life provides structured settlement contracts,” institutional annuities, longevny assurance institutional mutval funds and stable value
investment products such as funding agreemems funding agreement backed notes, consumer notes, and guaranteed investment contracts
(“GICs”) through the Institutional Investment Products (“1IP") business unit. Additiénally, Life is a leader in the variable PPLI market,
which includes life insurance policies purchased.by a company or a trust on the lives of employees, with Llfe or a trust'sponsored by
Life named as the benefic c1ary under lho pol1cy Y

. . :
' - P ¥

In 2005, Life introduced two new products for the high net worth markets. One is a specialized life insurance contract for ultra-wealthy,
high net worth investors. The other is a hedge fund desngned to leverage the strengths of The Hartford’s award-winning customer service
and distribution capability. S .

. .o 'J .

In 2006, Life introduced one new product for the retail market longevity' assurance. Longevity assurance is designed to provide
policyholders with the security that they will not outlive their, assets in the form of a deferréd fixed annuity with life contingencies. Life
also changed the legal structure of its retail note platform by directly issuing retail reg1stered notes (“consumer notes”) to investors. In
addition to consumer note offerings, Life issues funding agreements to trusls which, in turn, issues notes to retail and institutional
investors.

Life's total account values related to mstnut:onal investment products were $22.2 bllhon $17.9 billion and $14.6 billion as of December
31, 2006, 2005 and 2004, rcspcctlvcly Vanable PPLI products account values were $26.1 billion, $23.8 billion and $22.5 billion as of
December 31, 2006, 2005 and 2004, respectlvc]y Institutional generated revenues of $1.7 billion, $1.4 billion and $1.3 bl”lOl‘l in 2006,
2005 and 2004, respectively and net income of $99, $88 and $68 in 2006, 2005 and 2004, Tespectively.

i

Principal Products L

t N .
. . [ ,

Institutional lnvestmem Products — Life sells the' following msntutlonal mvestment products structured settlements, institutional
mutual funds, GICs' and other short-term funding agreerhents, and other annuity contracts for spcc1al purposes such as fundmg of
terminated defined benefit pension-plans (institutional annuities arrangements) ’

Structured Settlements — Structured settlement annuity contracts provide for penod:c payments to an injured person or survivor,
typically in settlement of a claim under a liability policy in lieu of a lump sum settlement. Contracis pay either life contingent or period
certain benefits, which is at the discretion of the contract holder. :

* Institutional Mutual Funds — Life sells institutional shares of The Hartford Mutual Funds (Class Y shares) to both qualified (i.e.,
section 401{(k) and 457 plans) “and non-qualified (i.c., endowments and foundations) institutional investors on an “investment only”
basis. Life also sells its Hartford HLS Funds and the Hartford HLS Series II Funds, to qualified retirement ‘plans on an “investment
only” basis. That means that the funds are sold individuatly, with no recordkeeping services included and not as a part of any bundled
retirement program. The Harford’s whollysowned subsidiary, HL Investment. Advisors, LLC, serves as the investment advisor to these
funds and contracts with sub- advisors to perform the day-to-day management of the funds. .The two primary sub-advisors to the
Hartford HLS Funds are We]lmgton of Boston, Massachusetts for most of the equity funds and HIMCO for the fixed i income funds.

Stable Value Products — GICs are group annuity contracts issued to sponsors of qualified pension or profit-sharing plans or stable value
pooled fund managers. Under these contracts, the client deposits a lump sum with The Hartford for a specified period of time for a
guaranteed interest rate. At the end of the specified period, the client receives principal plus interest camed. Funding agreements are
investment contracts that perform a similar function for non-qualified assets. The Company .issues: fixed and variable rate funding
agreements to Hartford Life Global Funding trusts, that, in turn, issue registered notes to-institutional and retail investors. .During 2006,
the Company began issuing consumer notes directly to retail investors. + . R » v

Institutional Annuities — Institutional annuities arrangements are group annuuy contracts used to fund pension l:ab:lmes that exist when
a qualified retirement plan sponsor decides to terminate an existing defined benefit pension plan. Group annuity contracts are very long-
term in nature, since they must pay the pension liabilitics typlcal]y on a monthly basis to all pamc1pants covered under the pensnon plan
which is being terminated. : N T : -

1

Longevity assurance — Longevity assurance is a fixed deferred-payout annuity that provndes life conungent beneﬁts to individuals with
the putpose of providing individuals with protection from the risk of outliving retirement income.
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Single Premium Immediate Annuities — Single prcmium immediate annuities (“SPIA™) are individual ontracts that provide a.fixed
immediate payout annuity. Contracts pay either life contingent or period certain benefits, at the discretion of the contract holder.

Variable PPLI Products — Private Placement Variable Life Insurance (“PPVLI") products continue to be used by employers to fund
non-quatified benefits or other post-employment benefit liabilities. A key advantage to plan sponsors is the opportunity to select from a
range of tax deferred investment allocations. Recent clarifications in regulatory policy have made PPVLI products particularly
attractive to banks with' postretirement médical obligations. PPVLI has also been widely used in the high net worth marketplace due to
its low costs, range of investment choices and ability to accommodate a fund of -funds management style. This institutionally priced
hedge fund product is aimed at the rapidly growing market composed of affluem investors unmllmg to parthtpate in hcdge funds

dtrcctly due to mlmmum tnvestment thrésholds.
" : P B .
Mm‘ketm;z and Drsfrrbmron . : S - .o . '

In the structured settlement market thc lnstltutlonal segment scl]s 1nd1v1dual ﬁxcd 1mmed|ate annuity producls through a small number
of specialty brokerage firms that work closely with The Hartford’s Property & Casualty operattons Life also works directly with the
brokerage firms on cases that-do not involve The Hartford’s Property & Casualty operations.’

In the mstttutlona] mutual ﬁmd market the Institutional segment typlcally sells its products through investment consulting firms
employed by rctlrement plan sponsors Institutional’s products are alsorsold through 401(k) record keeping firms that offer a “platform”

of mutual funds to their plan sponsor clients. A third sales channel is direct sa]cs to qualified .plan sponsors, using registered
representatives employed by Hartford Equity Sales Company, Inc., a subsidiary.

In the stable value marketplace, the Institutional segment setls GICs, funding agreements, and funding agrecment backed notes to
retirement plan sponsors or other large 1nstttut|ons either through investment managcment firms or directly, using Hartford employees

In the tnsututtonal ‘annuities market, Life sells its group annuny products to retirement plan sponsors through three different channels:

(1) a small number of specialty brokers (2) large benefits consultmg firms; and (3) directly, .using Hartford employees. . .

In the PPVLI market, spccmllzed strategic alliance partners with expertise in the ‘large case market assist in'the placement of”’ many
cases. High net worth PPVLI is often placed with the asststance of tnvestmcm bankmg and wealth management spec1al|sts ‘

The hedge fund of funds product is pOSIlIOﬂCd 10 be sold throug,h family offices, wealth managemcnt platforms and other specialists in
the mass-affluent market.

The Institutional- segment also distributes consumer notes through a purchasing agent and its corrésponding qellmg group of broker-
dealers and sccunttes ﬁrms _

Competition -

The Institutional segment competes with numerous other insurance companies as well as certain banks, securities brokerage firms,
independent financial advisors and other financial intermediaries marketing annuities, mutual funds and other retirement-oriented
products. Product sales are affected by competitive factors such as investment performance ratings, product design, visibility in the
marketplace financial strcngth ratmgs distribution capabilities, levels of charges and credited rates, rcputanon and customer service.

For msututtonal productr lines oftering fixed annuity:products (e 2., institutional annuities, structured settlements SPIAs, - longevrty

assurance and-stable vatue), financial strength, stability and credit ratings are key buymg factors, A% a result, the compeutors in those .

marketplaces tend to be other large, long established insurance companies. t e C
. v t :

For product lines offering mutual funds — either unbundled (msttruuonal mutual funds) or wrapped in a variable annuity or mutual fund

retirement program. (government markets) — the variety of available funds.and their performance is most important to plan Sponsors.

The competitors tend to be the major mutual fund companies. : . et o .

[ R a L * *

For PPVLI, compeétition in the large case market comes from other i insurance ‘carriers and from specrahzed ageits with expertise in the
benefit funding marketplace For h1gh net worth ‘programs, 'the competmon is oﬂen from other mvestment banktng firms allied with

1

other i msurance Carriets., . . ) ! [N .
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Individual Life _ ‘ e Co T . St Lo

The Individual Life segment provides tife insurance strategies to a wide array of business intermediaries and partners to solve the wealth_
protection, accumulation and transfer nceds of its affluent, emerging affluent and busingss life insurance clients. As of December 31,
2006, life insurance in force increased 9% to $164.2 billion, from $150.8 billion‘and $139.9 billion as of Décember 31, 2005 and 2004,
respectwely Account values increased 11%_to $11.4 billion as of December 31, 2006 ‘from $10.3 bllhon and $9.5 billion s of
December 31, 2005 and 2004, respcctwely ‘Revenues were $1.2 billioi, ‘$1. 1 blllan and $1.1 blll10n in 2006 2005 and 2004,
rcspecttve]y Net i income in lndmdual Lofe was $l70 $166 and $155 1n 2006, 2005 ‘and 2004 respectlvely o




Principal Producis Ce . . . ’ Co .

Life holds a significant market share in the variable universal life product market and is. a leading cellcr of ‘variable univcrsal life
insurance according to the Tillinghast VALUE Survey as of September 30, 2006 Sales’in the Individual Life segment were $284, $250
and $233 in 2006, 2005 and 2004, respectively. - .

Variable Universal Life — Variable universal life provides life insurance with an.investment return linked to underlying investments as
policyholders are allowed to invest premium dollars among a variety of underlying mutual funds. As the return on the investment

" portfolios increase or decrease, the surrender value of the variable universal life policy will increase or decrease, and, under certain
policyholder options or market conditions, the death benefit may also increase or decrease. Life’s second-to- die products are
distinguished from other products in that two lives are insured rather than one, and the policy proceeds are paid upon the deaths of both
insureds. Second-to-die pohcrcs are frequently used in estate planning for a married couple as the policy proceeds are paid out at the
time an estate tax liability is incurred. Variable universal life account values were $6.6 brlllon $5 9 billion and $5.4 billion as of
Dccember 31, 2006, 2005 and 2004 respectively.

e r

Universal Life and Interest Semmve Whole: Life — Universal life and interest sensitive: whole life insurance coverages provide life
insurance with adjustable-rates of return bascd on current interest rates and on the returns of the underlying investment portfolios.
Universal life provides pollcyholders with flexibility in the timing and amount of premium payments and the amout of the death
benefit, provided there are sufficient policy funds to cover all policy charges for the coming period, unless guaranteed no-lapse coverage
“is in effect. At December 31, 2006 and 2005, guaranteed no- lapse universal life represented approxrmately 6% and 4% of life insurance
in-force, respectively. Life also sells second-to-die universal life insurance pohcrcs

Marketing and Dr\rrrbmmn ) - K s

.
' T

Consrstem with Life’s strategy to access multiple drstnbutron outlets, the lndrvrdual L;fe drstrrbut:on orgamzatron has been dcvelopcd to
penetrate multiple retail sales channels. Life sclls both variable dnd fixed individual life products through a wide distribution network of
national and regional broker-dcaler organizations; banks and independent financial advisors. Life is a market leader in selling individual
lifc insurance through national stockbroker and financial institutions channels. In addition, Life distributes individual life products
through independent life and property-casualty agents and Woodbury Financial Services, a subsidiary rctail broker-dealcr. To wholesale
Life’s products, Life has a group of highly qualified life insurance professionals with specrahzed training in sophisticated lrfe insurance
sales. These individuals are generally employees of Life who are managed through a rcgronal sales office system.

Competition

3

Individual Life competes with approximately 1,100 life insurance companics in the United States, as well as other financial
intermediarics marketing insurance products, Competitive factors related to this segment are primarily the breadth and quality of life
insurance products offered, pricing, relationships with third-party distributors, effectiveness of wholesaling support, pricing and
* availability of reinsurance, and the quality of underwriting and customer service. '

.-

Group Benefits o . .

The Group Bcnef' ts segment provrdes cmp]oycrs assocratlons aff inity groups and financial institutions with group life, accident and
disability coverage, along with other products and services, including voluntary benefits, group retiree health, and medical stop loss.
Life ranks number two in fully-insured group disability premium and number four in: fully-insured life premium of U.S. group carriers
. {according to. LIMRA .data as of June 30, 2006). The Company also offers disability underwriting, administration, claims processing
services and reinsurance to other insurers and sclf-funded employer plans. Generally, policics sold in this segment are term insurance,
This allows the Company to adjust the rates or terms of its policies in order to minimize the adverse effect of various market trends,
including declining interest rates and other factors. Typically policies are sold with one-, two-. or three-year rate guarantees depending
upon the product. In the disability market, the Company focuses on its risk management 'oxpenisc and on efficiencies and economies of
scalc to derive a competitive advantage. Group Benefits generated fully insured ongoirig premiums of 34.1 billion, $3.7 billion and $3.6
billion in 2006, 2005. and 2004, respectively, of which group disability insurance accounted for $1.8 billion, $1.7 billion and §1.6 billion
in 2006, 2005 and 2004 respectwely, and g ;:roup life insurance accounted for $1.8 billion, $1.6 billion ahd $1.7 billion for the year ended
December 31, 2006, 2005 and 2004, respectrvc]y The Company held group disability reserves of $4.5 billion, $4.4 billion and $4.2
billion and group life reserves of $1.3 billion, $1.3 billion and $1.2 billion, as of December 31, 2006, 2005 and 2004, rcspecuvely Net
income in Group Benefits was $303 $272 and $229 in 2006, 2005 and 2004, respectively.

PrmcwalProducn - e c . ' o P e

3

Group Drsabrf'rry — Life is one of the largest carriers in the “Iarge case” market of thc group dlsabllity insurance business. Life’s strong
market presence in the group disability markets is the result of its well known brand recognition and reputation, financial strength-and
stabrlny and Life’s approach to claims mandgcment Life also offers volumary, or cmployee-pald short-term and long-term disability

" group benefits. Life’s effons in the, group dlbdbl]lty market focus on early intervention, tetum-to-work programs and successful
rehabilitation, offering the support to help claimants return té an active, productive life after a disability. Life also works with disability
claimants to improve their approval rate for Social Security Assistance (i.e., reducing payment of benefits by the amount of Social
Security payments received).
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Life’s short-term disability benefit plans provide a weckly benefit amount (typicatly 60% to 70% of the insured’s eamed income uptoa
specified maximum benefit) to insuréds when they are unableito work due to an accident or illness.” Long-term disability insurance
provides a monthly benefit for thosé extended periods of time not covered by a short-term disability benefit plan when insureds are
unable to work due'to disability. Insureds may receive total or partlal disability benefits. Most of these policies begin prowdmg
benefits following a 90- or 180- day waiting period and general]y continue providing benefits until the insured reaches age 65. Long—'
term disability benefits'are paid monthly and are limitéd to a portion, generally 50-70%, of the msured’s earncd income up to a spemﬁed
maximum benefit.

Group Life and Accident — Group term lif¢ insurance provides term covérage to employees and members of associations, affinity
groups and financial institutions and their dependents for a specified period and has no accumulation of cash values. Life offers optlons
for its basic group life insurarice coverage, including portability of coverage and a living: benefit and critical illness option, whereby
terminally ill policyholders can recéive death benefits in advance. Life also-offers’ volumary, or émployee-paid, life group benef’ ts and
accidental death and dismemberment coverage either packaged with life insurance or on a stand- alone baSlS

Other — Life offers a host of other products and services, such as Family.and Medlca] Leave Act Admmlstrauon group retiree health,
and specialized insurance products for physicians. Life provides excess of loss medical coverage (known as stop loss insurance) to
employers who self-fund their medical plans and pay claims using the services of a third party administrator. Life also provides travel
accident, hospital indemnity, supplemental health insurance for military personnel and their families and other coverages to individual
membcrs'of various associa[ions, affinity groups, financial institutions and employee groups.

Marketing and Dlsmbutmr ‘

Life uses an expenenced group of. Company cmp!oyces' managed through a regional sales office system, to distribute ‘its group
insurance products. and services through a variety of distribution outlets, including brokers, consultanls third-party administrators and
trade associations. . o .

Competition

The Group Benefits business remains highly competitive, Competitive factors primarily affecting Group Benefits are the- varicty and
quality of products and services offered, the price quoted for coverage and services; Life’s relationships with its third-party distributors,
and the quality of customer service. Group Benefits competes-with numerous .other insurance companies and other financial
intermediaries marketing insurance products; However, many of these businesses have relatively high barriers to entry anid there have
been few new entrants into the group benefits insurance market over the past few years -

I . PR

International .

International, which has operations located in Japan, Brazil, Treland and the United Kingdom, provides investments, Tetirement savings
and other insurance and savings products to individuals and groups outside the United States and Canada. International revenucs were
$759, $524 and $250 in 2006, 2005 and 2004, respectively. Net income for International was $246, $96 and $39 in 2006, 2005 and
2004, respectively. International’s total assets under management were $33.9 billion, $27.8-billion and $16.1 billion as of December 31,
2006, 2005 and,2004, respectively. The Company’s Japan operation, Hartford Life Insurance-K.K. (“HLIKK™), which began scllmg
variable annuities in December 2000, has continued to grow significantly and remains the largest distributor of variable annuities in
Japan, based on assets under management. In August 2004, the Company began setling yen and U.S. dollar denominated fixed annuities
in Japan, With assets’ under management of $31.3 billion, $26.1 billion and $14.6 billion as of December 31, 2006,- 2005 and 2004,
respectively, the Japan operation is the largest component of lmemallonal w1th'nel income of $267 $120 and S36 in 2006 2005 and
2004, respectively. . & . g

The Company’s Japan opcratlen sells both variable and ﬁxed in‘diwdaal aﬁnulty products through a wide distribution network of Japan’s
broker-dealer organizations, banks and other financial institutions and independent financial advisors: The Company is one of the largest
sellers of individual retail varlab]c annuities in Japan with sales of $5.8 billion, $10 7 bllllon and $7.3billion in 2006, 2005 and 2004,
respectively. ) - . d . . : . -

International’s other operations include a 50% owned joint venture in Brazil and a startup operation in Europe. The Brazil joint venture
operates under the name leatu-Hartford and distributes pension, life insurance and other insurance and savings products through broker-
dealer organizations and various partnershlps The Company’s European operation, Hartford Llfe ‘Limited, began’ sellmg unit-linked
investment bonds in the United Kingdom in April' 2005~ Unit:linked bonds-are similar to' variable annuitics marketed in the United
States and Japan. Hartford Life Limited established its operatlons in Dublm Ireland with a branch office in London to hclp markcl and
service its busmess in the United Kingdom. . RS Co
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- Prmcrpal Products

Individual Variable Annuities — The Company earns fees, based ‘on policyholders’ account values, for managing variable annuity,
assets and mamtammg pollcyholder accounts. The Company uses specified portions of the periodic deposits paid by a customer to
purchase units in one or more mutual funds as dlrected by the customer, who then assuimes the investment performance risks and
rewards. These products offer the pollcyholder a varlety “of €quity and fixed income options. Addmonally, [nternational sells variable
annuity contracts that offer various guarantced minimumdeath, investment, and living benefits,




December 31, 2006, 2005 and 2004 respectlvely o s ¢

Po]rcyholdcrs may make dcposnls of varying amounts at regular or lrregular intervals, and ‘the va]ue of these assets ﬂuctuates in
accordance with the investment pcrf'ormance of the funds selected by the policyholder. To encourage persistency, many of the
Company’s individual variable annuitics arc subject to withdrawal restrictions and surrender charges Surrender charges range up to 7%
of the contract’s deposits, less withdrawals, and reduge to zero on a sliding scale, usually within seven years from the dep051t date. In
Japan individual variable annuity account values’ of $29.7 billion, as. of December 31, 2006, have grown from $24.6 billion, as of
December 31, 2005, and $14.1 billion, as of December 31, 2004, -

Fived MVA Annuities — Fixed MVA annuities are fixed rate annuity contracts that guarantee a specific sum of money to be paid in the
future, either as a lump sum or as monthly income. In the event that a policyholder ‘surrenders a policy prior to the end of the guarantee
period, the MVA featre adjusts the contract’s cash surrender value with respect to any changes in interest rates, thereby protecting the
Company from losses due to higher,interest rates at the time of swrrender. The amount of lump sum or monthly income payments will
not fluctuate due to adverse changes in the Company’s investment return, mortality experience or expenses. The Company’s primary
fixed MVA annuities in Japan arc yen and dollar denominated with terms varying from five to ten years with an average term to
maturity of approximately seven years. In Japan, account valués of ﬁxed MVA annuities were $l 7 billion, $1.5 billion and $502 as of

{

Mmkem:g and Distribution . AR ) : N - .

The International distribution network is based ori ‘management’s strategy of developing and utilizing multipte 'and competing
distribution channels to achieve the broadest distribution to reach target customers. The success of the Company’s marketing and
distribution system depends on its product offerings, fund performance, successtul utilization of wholesaling, quality of customer
service, and relationships with securities firms, banks and other financial institutions, and independent financial advisors (through which
the sale of the Company’s retail investment products to customers is consummated). As of December 31, 2006, the Japan operation
cmployed a wholesaling network that supports sales through 56 banks and securities firms. - .

Competition

The International segment competes with a number of doméstic.and international insurance! companies in' Japan. Product sales are
aftected by competitive factors such as investment performance ratings, product design, visibility in the marketplace, financial strength
ratings, distribution capabilities, levels ‘of ‘charges and credited. rates, reputation and customer service. Competition has continued to
increase in the Japanese market with the most significant competition the result of the strengthening of domestic competitors. This
competition has resulted in changes in key distribution relationships. The Company- continues to focus efforts on strengthening
distribution relationships and improving wholesaling and servicing efforts. :

Property & Camahy

. . ) o
C s, ot .

Property & Casualty provides (1) workers’-compensation, property, automobile, llabl]lty, umbrella, specialty casualty, marine, livestock
and fidelity and surety coverages to commercial accounts primarily throughout the United States; (2) professional liability coverage and
directors and officers liability coverage, as well as excess and surplus lines business not normally written by standard commercial lines
insurers;-(3) automobile, homeowners and home-based business coverage to mdmduals throughout the United States; and (4) insurance-
related services. . : . ' ‘

N 1

The Hartford seeks to distinguish. itself in the. property and casualty market through its product depth and innovation, distribution
capacily, customer service expemse and technology -for case of doing; business. . The Hartford is the cleventh largest property and
casualty insurance operation in the United States based on direct written premiums for the year ended December 31, 2003, according to
A.M. Best Company, Inc. (“A.M. Best”). Property & Casualty generated revenues of $12.4 billion, $12.0 billion and $11.3 billion in
2006, 2005 and 2004, respectively. Revenues include earned premiums,-servicing revenue, net investment income and net realized
capital gains and losses.: Earned premiums for 2006, 2005 and 2004 were $10.4 billion, $10.2 billion and $9.5 billion, respectively.
Additionally, net income was $1.5 billion, $1.2 brllron and $910 for 2006, 2005 and 2004, respectlvely Total assets for Property &
Casualty were $41.0 billion, $40 3 billion and $38.0 billion as of December 31, 2006, 2005 and 2004, respectwely

Business Insurance : T AT

Business Insurance provrdes standard commercnal insurance coverage o small and mlddlc market commercml busmesses pnmar1ly
throughout the United States, Small commercial businesses generally represent companies with up- to $15 in annual revenues or total
property values. Middle market businesses generally represent companies with greater than $15 in annual revenues or total property
values. This segment also provides commercial risk management products and services as well as mariné coverage. Eamed premiums
for 2006, 2005 and 2004 were $5.1 billion, $4.8 billion and $4.3 bitlion, respectlvely The segment had underwrmng income of $618,
$396 and $360 in 2006, 2005 and 2004, respectively.

~

Principal Products - . - — . . . . -

Business Insurance offers workers’ compensanon property, automobile, llabrlny, umbrella and marme covcrages under several
different products. Some of these coverages are sold togelhcr as partof a single, packag,e polrcy for small busmess owners., _ Among the
products sold within small commercial, the Compdny offers the Select Xpand product, which is desrgned to meet 'the needs of
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businesses with $5 to $15 in revenues. Workers’ compensation insurance accounts for the largest share of the written premium in the
Business Insurance segment. Commercial risk management products and services are also provided.

Marketing and Distribution

Business Insurance provides insurance products and services through its home office located in Hartford, Connecticut, and multiple
domestic regional office locations and insurance centers. The segment markets its products nationwide utilizing brokers and
independent agents and involving trade associations and employee groups. Brokers and independent agents are not employees of The
Hartford.

Competition . _ v

The commercial insurance industry is a highly competitive environment regarding product, price, service and technology.” The Harford
competes against a number of large, national carriers as well as regional competitors in certain tertitories. Competitors include other
stock .companics, mutual companies, alternative risk sharm;= groups and other underwriting organizations. These companics sell
through various distribution channels and business models, across a broad array. of product lines, and with a high level of variation
regarding geographlc marketing and customer segmentat:on

LR

The market for small commcrcml business has become more compcuuvc as ﬁwomblc loss coqts in the past couplc of years have led
carriers to expand coverage white maintaining relatlvely flat pncmg, While written prémium growth rates in smdll commercial have
been slowing, underwriting margins have been strong driven, in part, by favorable claim. frequency Within 'the small commercial
segment of the business, a number of companies have sought to grow their business by increasing their underwriting appeétite and paying
more commissions. In addition, a number of companies, like The Hartford, are pursuing agency appointment stralegics to increase
premium writings. The increasc in exposure to catastrophe losses in many coastal areas have led a number of carriers to be more
aggressive in pursuing business in the Mid-West where exposure 1o catastrophes is not as severe. .

Middle market business is characterized as "high touch” with case-by-case underwriting and pricing decisions. As such compared 1o
small commercial, the pricing of middle market accounts is pronc to more significant variation or cyclicality from year lo year.
Legislative rcfonm in a number of states in recent years has helped to control indemnity costs on workers' compensation claims, but this
has also led to downward pressurc on rates. In a market of declining or "softening” prices, carriers are competing to protect their
profitable renewals. New business opportunities increasingly involve more complex exposures and risk classes. In addition; there
continue to be cbnstraints on the amount of catastrophe capacity available in the marketplace.» -

The Hartford is the fifth Iargcst commercial lines insurer in the United Slatcs based on_ direct written premiums f‘or the ycar cndcd

December 31, 2005 according to A.M. Best. The relatively large size and underwriting capacity of The Hartford provide opportunities -

not available to smaller companies, In addition; the marketplace is affected by available capacity of the insurance industry as measured
by statutory surplus. Surplus expands and contracts primarily 'in conjunction with profit levels generated by the industry. National
carriers continue to compete for the same business, while regional carriers are broadening their target market and distribution. Many
carriers are focusing on technology to streamline the underwriting proccss provide more cfficient customer qervtce introduce more
sophisticated pricing models and increase the volume of busmess sold through a;,cnts '

Personal Lines

Personal Lines prowdes automobile, ‘homeowners’ and home-bascd busmcss covcragcs to the members of AARP through a direct
marketing operation; to individuals who prefer. local agent involvement through a network of independent agents in the standard
personal lines market. | Up until the sale of the business on November 30, 2006, the Company also sold non-standard auto insurance
through the Company’s Omni Insurance Group, Inc. (“Omni”) subsidiary. The Hartford’s exclusive licensing arrangement with AARP
continues until January 1, 2020 for automobile, homeowners and home-based business. This agreement provides Personal Lines with an
important competitive advantage. Personal Lines also operates a member contact center for health insurance products offered through
AARP’s Health Care Options. The Health Care Options agreement continues through 2009. Personal Lines had earned premiums of
$3.8 biilion, $3.6 billion and $3.4 billion in 2006, 2005 and 2004, respectively. Underwriting income for 2006, 2005 and 2004 was
$429, $460 and 5138 rc‘;pccuvcly AARP had earned premiums of $2.5 billion, $2.3 bllllon and $2.1 billion in 2006 2005 and 2004
respectlvely

" N

' Prmcrpal Produc.r\

Personal Lines provides standard and non-standard automobile, homeowners and home-based business coverages to individuals across

the United States, including a special program designed cxclusively for members of AARP. During 2006, the Company enhanced its -

new Dimensions automebile and homeowners class plans for insurance sold through independent agents and brokers. “Dimensions with
Packages™, introduced in 2006, is a suite of products that offers covcragcq and competitive rates tailored to a customer’s individual risk.
Dimensions uses a large number of i interactive ratmg variables to determine a rate that most dccurately reﬂects the customer’s individual
characteristics.’ :
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Marketing antl Distribution - : ‘ .

Personal Lines reaches diverse markets through multiple distribution chansels including brokers, independent agents, direct marketing,
the internet and advertising in publications. This segment provides customized products and services to customers through a network of
independent agents in the standard personal lines market. Brokers and independent agents are not employees of The Hartford. Personal
Lmes has an 1mportant relationship wnh AARP and markets directly to its nearly 38 mllhon members. o

Comgermon ‘ S ' e . .o “

The personal lines automobile and homeowners businesses are highly competitive. Personal lines insurance is written by insurance
companies of varying sizes that sell products through various distribution channels, including independent agents, captive agents and
directly 10 the consumer. The personal lines market competes on the basis of price; product; service, including claims handling; stability
of the insurer and name recognition. A number of carriers will likely continue to increase their advertising in an effort to gain new
business  and retain- profitable business. In addition, carriers that distribute products mainly through agents are offering additional
incentives to those agents to attract new business. - To distinguish themselves'in the marketplace, top'tier carriers are offering on-line and
self service capabilities'to agents and consumers. In addition, the capability to sell direct fo the consumer has become increasingly
important as a greater number of consumers use the internet to rescarch or shop for auto insurance. Through information technology,
carriers will likely further segment their pricing plans to expand market share in what they belicve to be the most profitable scgments.
Carriers with more cfficient cost structures will have an advantage in competing for new business lhroug_.,h prlce Some competitors are
introducing new products at substantially reduced rate levels and the Company. expects that top tier camcrs will contmue to capture a
Iargcr share of industry revenues and profi tS

. . ‘ LI .

The Hartford is the twelfth largest personal Imes insurer 'in the United States based on‘direct written premiums for the year ended
December 31, 2005 according to A:M. Best. A major competitive ‘advantage of The Hartford is the exclusive licensing arrangement
with AARP to provide personal automobile, homeowners and home-based business insurance’ products to  its members. This
arrangement is in effect. until January 1, 2020 Managemcm expects favorable “baby boom” demographics to increase AARP
membership during this period. * o '

- [ o

Specialty Commercial ot . ‘ . . e . . o

Specialty -Commercial provides a wide variety of property and casualty insurance products and services through retailers and
wholesalers to large commercial clients and insureds requiring a varicty of specialized coverages. - Excess and surplus lines coverages
not normally written by standard line insurers are also provided, primarily through wholesale brokers. Specialty Commercial had
earned premiums of $1.6 billion, $1.8 billion and $1.7 billion in 2006 2005 and 2004 respcctwely Underwrmng mcome (loss) was
$64, ($165) and ($53) in 2006, 2005 and 2004 respectlvely -

Prmcwal Products : e ‘ ' . ‘ . ..

Spccm]ly Commercial offers a vanety of customized insurance products and risk managcment services. Specmity Commercial provides
standard commercial insurance products including workers’ compensation, automobile and liability coverages to large-sized companies.
Specialty Commercial also provides bend, profcssmnal liability, specialty casualty and livestock coverages, as well as core property and
excess and surplus lines coverages not normally written by standard lines insurers. A significant portion of specialty casualty business,
including workers” compensation business, is written through large deductible programs where the insured typically provides collateral
to support loss payments made within their deductible. Speéialty Casualty also provides retrospectively-rated programs where the
premiums are adjustable based on loss experience. Alternative markets, within Spcc:alty Commercialy provides insurance products and
services primarily to captive insurance companies, pools and self-insurance groups.” In addition, Specialty Commercial provides third-
party administrator services for claims administration, integrated benefits, Ioss contro] and performance mcasurcment through Specialty
- Risk Services, LLC, a subsidiary of the Company. Co : Lot

Muarketing and Distribution C. : ' S : ',

Specialty Commercial provides insurance products and services through its home office located in Hartf'ord Connectlcut and multiple
domestic office locations. The segment markets its products nationwide utilizing a varicty of distribution networks including
independent agents and brokers as well as wholesalers. Brokers, independents agents and wholesalers are not employees of The
Hartford.

. Competition . . . ’

The commercial i insurance mdustry is a hlghly competmve enwronmcnl regarding product, price and service. Specialty Commerc1al is
comprised of a diverse group of businesses that are unique to commercial lines. Each line of business operates independently with its
own sct of business ob_]ectlves and focuses on the gperational dynamics of their specific industry. These businesses, while somewhat
interrelated, have a unique business model and operating cycle. Specialty Commercial is considered a transactional business and,
-therefore, competes' with other companies for busmess primarily on an account by account basis due to the complex nature of each
transaction.




On specialty casualty business, written pricing competition is expected to be significant. With national account business, -carriers witl
likely offer more lower-deductible policies and guaranteed cost policies. The Company expects competition among national carriers to
continue to be very strong and larger regional carriers will likely target specific accounts at renewal. Within professional liability, in

2005 and 2006 there’ was a decrease in the number of securities class actions suits and this has put some downward pressurc on ‘rates.:

While pricing for specialty property increased significantly during 2006 as higher reinsurance costs were passed on to insureds, pricing
increases will likely be less significant in 2007. Carriers continue to manage their aggregate exposure to property losses in catastrophe-
prone areas. . - . 2

Eamned premium growth is not an objective of Specialty Commerciat since premium wri‘tings hay'ﬂuctuate based on the ‘s'cg'mcnt’s view
of perceived market opportunity.  Specialty Commercial ,competes with other stock companlcs mutual companies, alternative risk
sharing groups and other underwriting organizations. The relatwcly large size and underwriting capacity of The Hartford prowde
opportunities not available to smalicr companies.

Other Operations - : S .
The Other Operations' segment’ includes operations that are under a single management structure, Heritage Holdings, which.is
responsible for two related activities. The first activity is the management of certain subsidiartes and operations of The Hartford that
have discontinued writing new business. The second is the management of claims (and the associated reserves) related to asbestos,
environmental and other exposures. o : S , -

. e - ’ v s
Life Reserves o . oo - : .o

Life insurance subsidiaries of the Company establish and carry as llabllmes predommantly, thrée types of reserves: (1) a liability, equal
to the balance that accrues to the benefit of the policyholder-as of the financial statement date, otherwise known as the account-value, (2)
a liability for unpaid losses, including those that have been incurred but not yet reporied, and (3) a liability for future policy bencl‘ is,
representing the present value of future benefits to be paid to or on behalf of policyholders less the present value of future net premlums
The liabilities for unpaid losses and future policy benefits are calculated based on actuarially recognized methods using morbidity and
mortality tables, which are modified to reflect Life’s actual experience when appropriate. Liabilities for unpaid losses include estimates
of amounts to fully ‘settlc known reported claims as ‘well as claims related to insuréd events that the Company cstimates have been
incurred but have not yet been reported. Future policy beneﬁt reserves arc computed at amotints that, with additions from estimated net
premiums to be received and with interest on such reserves compounded annually at certain assumed rates, are expected 1o be sufficient
to meet Life’s policy obllganons at their maturities or in the event of an insured’s dlsablllty or death. Other insurance liabtilities mcludc

those for unearned premiums and benefits in excess of account value. Rcservcs for assumed rcmsurancc are compulcd in a manner that ’

is comparable to dlrect Insurance reserves.

b Lo

Property & Casualty Reserves

The Hartford establishes property and casualty reserves to provide for the estimated costs of paying claims under insurance policies
written by The Hartford. These reserves include cstimates for both claims-that have been reported and those that have been incurred but
not reported to The Hartford and include estimates of all expenses associated with processing and settling these claims. This estimation
process involves a variety of actuarial techmques and is primarily. based on historical experience and consideration of current trends.
Examples of current trends include increases in medical cost inflation rates, the changing use of medical care procedures, the
introduction of new products such as the Dimensions for auto product in Personal-Lines, changes in internal claim praclices changes in
the legisiative and regulatory environment over workers® compensation claims, evolving exposures to claims assertcd agamst religious
institutions and other organizations relating to molestation or abusc and other mass torts. _ . '

The Hartford continues Lo receive claims that assert damages' from asbestos-related and environmental-related exposures.  Asbestos
claims relate primarily to bedily injuries asserted. by’ those who -came in contact with asbestos or products containing asbestos.
Environmental claims relate primarily to pollution related clean-up costs, As discussed further in the Critical Accounting Estimates and
Other Operations sections of the MD&A, significant uncertamly limits the Company s ability to estimate the ultimate reserves

necessary for unpa1d losses and rclated expenses wnth regard to environmental and particularly asbestos claims.
5

Most of the Company’s property ; and casualty reserves are not discounted. However, certain liabilities for unpaid’ losses for permanently
disabled claimants have been discounted to present value using an average interest rate of 5.6% in 2006 and 2005. As of December 31;
2006 and 2005, such discounted reserves totaled $707 and $680, respectively (net of discounts of $510 and $503, respectively). -In
addition, certain structured- settlement contracts that fund loss run-offs for unrelated parties having payment patterns that are: fixed and
determinable have been discounted to present valuc using an average interest rate of 5.5%. At December 31, 2006 and 2005, such
discounted reserves totaled $273 and $264, respectively (net of discounts of $95 and $103, respectively). Accretion of these discounts
was $32, $30 and $29 in 2006, 2005 and 2004, respectively. : .

As of December 3 I, 2006 nct property and casualty reserves for losscs and loss adjustment cxpenses reported 1 undcr Generally Acceptcd
Accounting Principles (“GAAP”) exceeded. net reserves reported on a statutory basis by $29. The difference prlmanly results from a
portion of the GAAP: ‘provision for uncollectible reinsurance not recognized under statutory accounting and the required exclusion from
statutory reserves of assumed retroactive reinsurance, largely offset by the discounting of GAAP-basis workers’ compensation reserves
at rates no higher than risk-free interest rates; such rates generally exceed the statutory discount rates set by regulators.
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Further discussion on The Hartford’s property and casualty’ reserves, including asbestos and environmental claims reserves, may be
found in the Reserves section of the MD&A- Critical Accounting Estimates.

A reconciliation of liabilities for unpaid losses and loss adjustment expenses is herein referenced from Note 11 of Notes to Consolidated
Financial Statements. A table depicting the historical development of the liabilities for unpaid losses and iloss adjustment expenses, net
of reinsurance, follows.

L}

Loss Development Table
Property And Casualty Loss And Loss Adjustment Expense Liability Development th of Remsurancc
For the years ended December 31, |1)
1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

Liabilities for unpaid losses and
loss adjustment expenses, net of

reinsurance $12,702 §12,770 S12,902 $12,476 $12,316 $12,860 $13,141 516,218 516,191 516,863 317,604
- Cumulative paid losses and loss expenses

One year later 2,625 2472 2939 2994 3272 3339 3480 4415 3,594 3,702

Twao years later 4188 4300 4733 5,019 5315 5621 6781 6,779 6,035 —

Three years later . 5,540 5494. 6,133 6437 6,972 -8,324 .- 8,591 8,686 — —

Four years later ‘ 6,418 6,508 7,141 7,652 9,095 9710 10,061 — — = .
Five years later : 7,201 7,249 8080 9,567 10,227 10,871 — — — —

Six ycars later 7,800 8,036 9,818 10,376 11,140 — — _— _ —

Seven years later 8,499 9655 10,501 11,137 — — —— —_ — —

" Eight years later _ 10,044 10,239 11,246 —_ - — — —_ . —. —
Ninc years later 10,576 10,933 — — — — — — — —
Ten years later ‘ 11,237 — — — —_— = — — - -

Liabilities re-estimated . o ! ‘
One year later 12,752 12,615 12,662 12,472 12,459 13,153 15,965 16,632 16,439 17,159
Two years later 12,653 12,318 12,569 12,527 12,776 16,176 16,501 17,232 16,838- . —
Three years later | 12,460 12,183 12,584 12,698 15,760 16,768 17,338 17,736 — —
Four years later 12,380 12,138 12,663 15609 16,584 17,425 17,876 — — —

. Five years later 12,317 12,179 15,542 16,256 17,048 17,927 —_ . — — —
Six ycears later ) . 12,322 15,047 16,076 16,568 17,512 L — — " _ ., —
Seven years later 15,188 15,499 16,290 17,031 — — — — _ . —

* Eight years later 15,594 15,641 16,799 — — — — — _ - =
Nine years later 15,713 16,165 - — —_ - — — S —
Ten years later 16,244 — — — — — — — — —

Deficiency (redundancy), net of - "
reinsurance $ 3542 8% 33958 3,8975 45558 51968 5,067 % 4,7358 1,521 8§ 64783 296

[1] The above tuble excludes Hartjord Insurance, Singapore as a result of its sale in September 2001, Hartford Seguros as a result of its sale'in
February 2001, Zwolsche as a result of its sale in December 2000 and London & Edinburgh as a result of its sale in November 1998.

The table above shows the cumulative deficiency {redundancy) of the Company’s reserves, net of reinsurance, as now estimated with the
benefit of additional information. - Those amounts are compnscd of changes in.cstimates of gross losses and changes in estitnates of
related reinsurance recoveries.

The table below, for the periods presented, reconciles the net reserves to the gross reserves, as initially estimated and recorded, and as
currently estimated and recorded, and computes the cumulative deficiency (redundancy) of the Company’s reserves before reinsurance.

Property And Casualt;v Loss And Loss Adjustment Expense Liabiiity i)evelopment - Gross
For the years ended December 31, [1]

1997 1998 1999 2000 2001 2002 - 2003 2004 2005 2006

Net reserve, as initially estimated $12,770 $12,902 $12,476 $12,316 $12,860 $13,141 $16,218 $16,191 $16,863 $17,604
Reinsurance and other recoverables, as . L .

initially cstimated R 3,996 3,275 3,706 3,871 4,176 3,950 5497 5,138 5,403 4,387
Gross reserve, as initially estimated $16,766 $16,177 816,182 516,187 S$17,036 517,091 821,715 $21,329 $22,266 521,991
Net reestimated reserve $16,165 $16,799 $17,031 $17,512 §17,927 $17,876 $17,739 $16,838 $17,159
Reestimated and other reinsurance

recoverables 5,051 4,552 5465 5,502 5,684 5,052 4964 4906 5417
Gross reestimated reserve $21,216 $21,351 $22,496 $23,014 $23,611 $22,928 $22,703 321,744 $22,576
Gross deficiency (redundancy) $ 4450 $ 5174 % 6314 5 6827 %6375 $58378% 988 3 415§ 310

[1] The above table excludes Hartford Insurance, Singapore as a result of its sale in Septembér 2001, Hartford Seguros as a result of its salé in
February 2001, Zwolsche as a result of its sale in December 2000 and London & Edinburgh as a result of its sale in November 1998,




The following table is derived from the Loss Development table and summarizes the effect of reserve re-estimates, net of reinsurance,
on calendar year operations for the ten-year period ended December 31, 2006. The total of each column details the amount of reserve

ré-estimates made in the indicated calendar yéar and shows the accident years to which the re-estimates are applicable. The amounts in -

the total accident year column on the far right represent the cumulative reserve re-estlmates durmg the ten year period ended December
31, 2006 for lhe indicated acadent year(s).

Fffect of Net Reserve Re—estlmates on Calendar Year Operatmns

Calendar Year

_1997-' 1998 1999 2000 2001 2002 2003 2004 2005 2006 - Total

By Accident year )
1996 & Prior - - 850 $(99)- '$(193)  $(80) $(63) - § 582,86 %406  $119 - $531 $3 542
1997 — (56) . (104) (55) 18 . 3. .2 , 46 23 -, (D) . 9N
1998 — . — 57 42 60 38 11. . 82 72~ (15) 347 .,
1999 , : e = = — 89 - 40. 92 . .32 113 98 . (46). 418
2000 — e — — "88 146 .73 A770 0 152 1 - 637
2001 - — — — — (24) 39 (232) - 193 38 14
2002 ‘ — — L — = (19 (56) 180 - 36 - (39)
" 2003 _ = — = = = =2y (231 @3BD (390)
2004 . o — — =t e eo (352) - (108)  (460)
2005 . L =L — — e W e 1 (103)C (103)
Total - C O $50  $(155)  $(240) $ (4) 3143 - $293 $2, 824 %414  $248 $296 -_$3,860 '

The largest impacts of net reserve re-estimates.are shown in the “1996 & Prior” acc1dent years. The reserve re- estlmates in calendar
year 2003 include an increase in reserves of $2.6 billion related to reserve strengthemng based on the Company’s evaluation of its

- asbestos reserves. The reserve evaluation that led to the strengthcnmg in calendar year 2003 confirmed the Company s view of the

existence of a substantial long-térm deterioration in the ashestos litigation environment. The reserve re-estimates in calendar years 2004

and 2006 were largely attributable to reductions in the reinsurance recoverable asset associated with older, .long-term casualty liabilities. -

Excluding the impacts of asbestos and environmental strengthening, over the ‘past ten years, reserve re- estlmates for total. Property. &

Casualty ranged from (3.0%) to 1.6% of total net recorded reserves, N e
! - ?

Reserves for accident year 1997 show the effects of favorable reestimiation in subsequent years. ‘A contributing factor” to’ this

improvement, spread over several calendar years, was an unexpected 1mprovement in the env1ronment for workers’ compensation. With

the benefit of hindsight, annual changes in loss cost trends were very low during this penod as eornpared to’ historical ‘'experience.
Because it took several years for this improvement to emerge in the data, it 51rn|lar1y took several years for thls to be recogmzed ini the
Company's estimates of liabilities. .

Untll calendar year 2006, there'was alsd reserve deterloranon spread over Several calendar’ years “on acc1dent years 1998-2000.
Assumed ‘casualty reinsurance contributed in part to this deterioration. Numerous actuarlal assumptions on "assumed casualty
reinsurance turned out to be low, including loss cost trends, particularly on excess of loss business, and the impact of deteriorating terms
and conditions. - Workers® ‘compensation also contrlbuted to thls_ "detetioration, . as medical inflation trends were ,abov’e initial
expectations. T ! : © ! " -

- . 4 . . *

Accident years 2001 and 2002 are reasonably close to original estimates. ‘However each year shows some swings by “calendar period,

with some favorable development later offset by unfavorable development. The release for accident year 2001 during calendar | year '

2004 relates prlmanly to reserves for September 11. Subsequent adverse developments on accident year 2001 relate to assumed
casualty reinsurance and unexpected development on mature claims in both general liability and workers’ compcnsanon Reserve
releases for accident year 2002 durmg calendar years 2003 and 2004 come lar_t_.,ely from short-tail lines of business, where’ results emerge

quickly and actual reported fosses are predictive of ultimate losses. Reserve increases on accident year 2002 during calendar year 2005

were recognized, as unfavorable development on accident years prior to 2002 caused the.Company to increase its;estimate of unpaid

- osses for the 2002 accident year., Further i mcreases ocouned in 2006 due to unexpected development in general llabthty and workers'

compensation losses. ) . -
Accident years 2003 through 2005 show favorable development in calendar years 2004 through 2006. A'portion of the release comes
from short-tail lines of business, where results emerge quickly. Dunng ealendar year 2005 and 2006, favorable re-estimates occurred in*
Personal Lines for both loss and allocated loss adjustment expenses: Workers’ compensation-also experienced favorable re-estimates of
both loss and allocated loss adjustment expenses ‘as the latest evaluations of workers’ compensation claims indicate that expense
reduction initiatives and reform in states such as California have had a greater impact in controlling costs than was orlgmally estimated.
In addition, catastrophe reserves related to lhe 2004 and 2005 hurricanes developed favorably in 2606. :

Within professional hablilty busmess durmg ealendar year 2005 feserves were released for-directors and officers i insurance on accident )
years 2003 and 2004 due'to favorable developments, while prior acc1dent year reserves were strengthened for contracts that provtde auto
fi nancmg gap coverage and auto lease residual value coverage. In 2003_ the Company stopped writing contracts that- provide auto
financing gap coverage and ‘auto lease residual value coverage. ’ o i T :
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Ceded Reinsurance . R o .

' Consrstent w1th industry practice, The Hartford ccdes insurance I'lSk to reinsurance companics. Reinsurance does .not relieve The
Hartford of its primary liability and as such, failure of reinsurers to honor their obligations could result in losses to The Hartford. The
Hartford evaluates the risk transfer of its reinsurance contracts, the financial condition of its reinsurers and monitors concentrations of
credit risk. The Company s monitoring procedures include careful initial selection of its reinsurers, struc:tunm= agreements to provide
collateral funds where possible, and regularly monitoring the financial condition and ratings of its'reinsurers, Reinsurance accounting is
followed for ceded transactions when the risk transfer provisions of Statement of Financial Accounting Standard No. 113, “Accounting
and Reporting for Reinsurance of Short-Duration and, Long-Duration Contracts,” (“SFAS 1137) have bccn met. For further discussion
see Note 6 of Notes to Consolidated Financial Statements,

For Property & Casualty operations, these reinsurance arrangements are intended to provide greater diversification of business and limit
The Hartford’s maximum net loss arising from large risks or catastrophes. A major portion of The Hartford’s property and casualty
reinsurance is effected under general reinsurance contracts known as treaties, or, in some instances, is negotiated on an individual risk
basis, known as facultative reinsurance. The Hartford also has in-force excess of loss contracts with reinsurers that protect it against a
specified part or all of a layer of losses over stipulated amounts.

In accordance with normal-indusiry practice, Life is involved in both the cession and assumption of insurance with other insurance and
reinsurance companies. -As of December 31, 2006 and 2005, the Company’s policy for the ldrgest amount of life insurance retained on
any one life by any one of the life operations was approximately $5. In addition, Life has reinsured the majority of the minimum death
benefit guarantees as well as 23% of the guaranteed minimum withdrawal benefits offered in connection with its variable annuity
contracts. Life also assumes reinsurance from other i insurers. . For the years ended December 31, 2006, 2005 and 2004, Life did not
make any significant changes in the terms under whtch relnsurance is ceded to other insurers. '

lnvestment Operatlons

' ..

The Hartford’s investment portfohos are prlmanly ‘divided bétween Life and’ Properry & Casualty. The investment portfolios of Life
and Property & Casualty are managed by Hartford Investment Management Company ("HIMCO"™), a wholly-ownéd subsidiary of The
Hartford. HIMCO manages the portfolios to'maximize economic value, while attempting to generate the income necessary to support
the’ Company’$ various product obligatiohs, within intérnally established objectives, guidelines and risk tolerances. The portfolio
objectives and guidelines are developed based upon the asset/liability profile, including duration, convexity and other characteristics
within specified risk tolerances. The risk tolerances considered mclude for example, asset and credit issuer allocation limits, maximum
portfolio below investment grade holdmgs and forelgn currcncy cxposurc The Company attempts to minimize adverse tmpacts to the
portfolio and the Company’s results of operatlons from changes in economic conditions through asset aI]ocatlon fimits, asset/lability
duration matching and through the use of derivatives. For further dlscussmn of HIMCO 's portfolid management approach, see the
[nvestments - General section-of the MD&A.

In addition to managing the general account assets of the Company, HIMCO is also a Securmes and Exchange Commission (“SEC™)
registered investment advisor for third party institutional clients, a sub-advisor for certain mutual funds offered by Life and serves as the
sponsor and collateral manager for synthetic collateralized loan obligations. HIMCO specializes in investment management that
incorporates proprietary research.and active management within a disciplined risk framework to provide value added rcturns versus
peers and benchmarks. As of December 31, 2006 and 2005, the fair value' of HIMCO’s total assets under management was
approximately $131.2 billion and $115.9 bl“lOl’l respectively, of which $7.2 billion and $4.7 billion, respectively, were held in HIMCO
managed third party accounts. _ . .

Regulatlon and Premlum Rates

y ot A . N [ .

Insurance companies are subject to comprchcnswc and detalled regnlation and supervision throughout the United States. The' extent of
such regulation varies, but generally has’its source in statutes which delegate regulatory, supervisory and administrative powers to state
insurance departments. Such powers relate to, among other things, the standards of solvency that must be met and maintained; the
licensing of insurers and their agents; the nature of and limitations on investments; establishing premium rates; claim handling and trade
practices; restrictions on the size of risks which may be insured under-a single policy; deposits of securitics for the benefit of -
policyholders; approval of poiicy forms; periodic examinations of the affairs of companies; annual and other reports-required to be filed
on the financial condition of companies or for other purposes; fixing maximum interest rates on life insurance policy loans and
Jminimum rates for accumulat:on of surrender values and the adequacy of reserves and other necessary provisions for unearned
premiuims, unpald losses and loss adjustment expenses and other liabilities, both reported and unreported

Most states have enacted- legislation that regulates insurance holding company systems such as The Hartford. This legislation provides
that each insurance company in the system is required to regisier with the insurance department of its state of domicile and furnish
information concerning the operatiohs of companies within the holding company system which may materially affect the operations,
management or financial condition of the insurers within the system. All transactions within a holding company system affecting
insurers must be fair and equltable Notice to the insurance departments i is rcqulred prior 1o the consummation of transactions affecting
the ownership or control of an insurér and of certain material transactions between an insurer and any entity in its holding company
system. In addition, certain of such transactions cannot be consummated without the applicable insurance departmcnt s prior approval.
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In- the jurisdictions in which.the Company’s insurance company subsidiaries arc domiciled, the acquisition of more than 10% of The
Hartford’s outstanding commen stock would require the acquiring party to make various regulatory filings.

The extent of insurance regulation on business outside the United States varies significantly among the countries in which The Hartford
operates. Some countries have minimal regulatory requirements, while others regulate insurers extensively. Foreign insurers in many
countrics are faced with. greater restrictions than domestic competitors domiciled in- that. particuiar Jur1sd1cuon The Hartford's
international operations are comprlsed of insurers licensed in their respective countnes .

' 1

Employees » o
The Hartford had approximately 31,000 employees as of December 31, 2006.

Available Information’

The Hartford makes available, free of charge, on or through its Internet website (hitp://www.thehartford.com) The Hartford’s annual
report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and amendments to those reports filed or furnished
pursuant to Section 13(a) of the Exchange Act as soon as reasonably practicable aﬂer The Hartford electronically files such material
with, or furnishes 1t to, the SEC

Item 1A. RISK FACTORS

Investing in The Hartford involves risk. In deciding whether to invest in The Hartford, you should carefully consider the following risk
" factors, any. of which could have a significant .or material adverse effect on -the business, financial condition, operating results or
liquidity of The Hartford. This information should be considered carefully together with the other information contained in this report
and.the other reports and materials filed by The Hartford with the Securities and Exchange Commission. oo .

+

It'is difficult for us to predict our potential exposure for asbestos and environmental claims and our wltimate liability may exceed our
curt ‘ently recor: ded reserves, wh:ch may have a material adverse eﬂect on our operating tesuhs‘ ﬁnanual candmon and hqmdrty

We contmue to receive asbestos and cnv1ronmental claims: Significant uncertainty llmltS the. ablhty of insurers and ‘reinsurers to
estimate the ultimate reserves necéssary for unpaid losses and related expenses for both environmental.and particularly asbestos claims.
We believe that the actuarial tools and other techniques we employ,to estimate the ultimate cost of claims for more traditional kinds-of
insurance-exposure are less precise in estimating reserves for our asbestos and environmental exposures. Traditional actuarial reserving
techniques cannot reasonably estimatc the ultimate cost of these claims, particularly during periods where theories of law are.in flux.
Accordingly, the degree of variability of reserve estimates for these exposures is significantly greater than for, other more traditional
exposures, It'is also not possible to predict changes in the legal and legislative environment and their effect on the future development
of asbestos- and environmental claims, Although potential Federal asbestos-related legislation has been considered. in the Senate, it is
uncertain whether such legislation Wl" be considered or be cnacted in the future and, if.so, what its effect would be on our aggregate
asbestos ltabllmes Because of the' significant uncertainties that limit the ablllty of insurers and reinsurers to estimate the ultimate
reserves necessary for unpaid losses and related expenses for both environmental and parttcular]y asbestos clalms the ultimate liabilities
may exceed the currcntly recorded reserves., Any such additional liability cannot be reasonab]y esumatcd now but could have a matenal

advcrse effect on our consoltdated opcratmg:, results financial condition and liquidity. A .

The -occurrence of one or more terrorist atticks in the geographic areas we serve or the threat of terrorism-in general may have a
marena:’ adver.se effect on our busmess consolidated operating results, jmcmuai condition or liquidity. - - poe

The occufrence of one or more terronst attacks in the geographic areas we serve could result in substantially higher claims under our
insurance policies than.we have anticipated. Private sector catastrophe reinsurance is extremely.limited and generally unavailable for
terrorism losses caused by attacks with nuclear, biological, chemical or radiological weapons. Reinsurance coverage from the federal
government under the Terrorism Risk Insurance Act of 2002, as extended through 2007, is also limited. Moreover, it is uncertain
whether a federal terrorism risk insurance program similar to the Terrorism Risk Insurance Extension Act of 2005 will be enacted to
cover events occurring after December 31, 2007 Accordingly, the cffects of a terrorist attack in the geographic areas we serve may
result in claims and related losses for which we do not have adequate reinsurance. This would likely cause s to increase our reserves,
advefsely affect olr carnings during the period or periods affected and, if significant enough, could adversely affect our liquidity and
financial condition. Further, ‘the continued threat of terrorism and the occurrence of terrorist attacks, as well as heightened security
- measures and military action in response to these threats and attacks, may cause signifi icant volatility in global financial markets,
disruptions to commerce and reduced economic activity. These consequcnccs could have an adverse effect on the value of the*assets in
our investment portfolio as well as those in our separate accounts. The continued thréat of terrorism also could result i in increased
reinsurance prices and potenﬂally cause us to retain more risk than we otherwise would retain if we were able to obtain reinsurance at
lower prices. Terrorist attacks alsd could disrupt our operatlons centers in'the U.S. or abroad. As'a result, it is possible that any,"or a
combination of all, of these” factors may have a material advcrsc cffect on our busmess consolldated operatmg resilts, ﬁnancla]
condition and liquidity. -
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We may incur losses due 1o our reinsurers being unwilling or unable 1o meet their obligations under reinsurance contracts and the
availability, pricing and adequacy of reinsurance may not be sufficient to protect us against losses.

As an insurer, we frequently seek to reduce the losses that may arise from catastrophes, or other events that can cause unfavorable
results of operations, through reinsurance. Under these reinsurance arrangements, other insurers assume a portion of our losses and
related expenses; however, we remain liable as the direct insurer on all risks reinsured. Consequently, ceded reinsurance arrangements
do not climinate our obligation to pay claims and we are subject to our reinsurers’. credit risk with respect to our ability to recover
amounts due from them, Although we evaluate periodically the financial condition of our reinsurers to minimize our exposure to
significant losses from reinsurer insolvencies, our reinsurers may become financially unsound or choose to dispute their contractual
obligations by the time their financial obligations become due. The inability or unwillingness of any reinsurer to meet its financial
obligations to us could negatively affect our consolidated operating results. In addition, market conditions beyond our control determine
the availability and cost of the reinsurance we are able to purchase. Recently, the price of reinsurance has increased significantly, and
may continue to increase. No assurances can be made that reinsurance will remain continuously available to us to the same extent and
on the same terms and rates as are currently available. If we were unable to maintain our current level of reinsurance or purchase new
reinsurance protection in amounts that we consider sufficient and at prices that we consider acceptable, we would have to either accept
an increase in our net liability exposure, reduce the amount of business we write, or develop other altcmatwes to reinsurance.

We are exposed 1o significant capital markets risk related to changes in interest rates, equity prices and foreign exchange rates which
“may adversely affect our resuits of operations, financial condition or cash flows.

We are exposed to significant capital markets risk related to changes in interest rates, equity prices and foreign currency exchange rates.
Our exposure 1o interest rate risk relates primarily to the market price and cash flow variability associated with changes in interest rates.
A rise in interest rates will reduce the net unrealized gain position of our investment portfolio, increase interest expense on our variable
rate debt obligations and, if long-term interest rates rise dramatically within a six to twelve month time period, certain of our Life
businesses may be exposed to disintermediation risk, Disintermediation risk refers to the risk that our policyholders may surrender their
contracts in a rising interest rate environment, requiring us to liquidate assets in an unrealized loss position. Due to the long-term nature
of the liabilities associated with certain of our Life businesses, such as structured settlements and guaranteed benefits on variable
" annuities, sustained declines in long term interest rates may sub_lect us to reinvestment risks and increased-tiedging costs. Our primary
exposure 10 equity risk relates to the potential for lower earnings associated with certain of our Life businesses, such as variable
annuities, wherc fee income-is earned based upon the fair value of the assets under management. In addition, certain of our Life products
offer guaranteed benefits which increase our potential benefit exposure should equity markets decline. We are also exposed to interest
rate and equity risk based upon the discount rate and’ expected long-term rate of return:assumptions associated with otit pension and
other post-retirement benefit obligations. Sustained declines in long-term interest rates or equity réturns likely would have a negative
effect on the funded status of these plans. Our primary foreign currency exchange risks are related to net income from foreign
operations, non-U.S. dollar denominated investments, investments in foreign subsidiaries, the yen denominated individual fixed annuity
product, and certain guaranteed benefits associated with the Japan variable annuity; These risks relate to the potential decreases in value
afid income resulting from & strengthening or weakemng in foreign exchange rates versus the U.S. dollar. In general, the weakemng of
foreign currencics versus the U.S. dollar will unfavorably affect net income from forcign operatlons the value of non-U.S. dollar
denominated investments, investments in foreign subsidiaries and realized gains or losses on the yen denominated individual fi xed
annuity product. In comparison, a strengthening of the Japanese yen in comparison to the U.S. dollar and othér currencies may increase
our exposure to the guarantee benefits associated with the Japan variable annuity. 1f significant, declines in equity prices,, changes in
U.S. interest rates and the strengthening or weakening of foreign currencies against the U.S. dollar, individually or in tandem, could
have a material adverse effect on our consolidated results of operations, financial condition or cash flows.

We may be unable to effectively mitigate the impact of equity market volatility on our financial position and results of operations arising
from ebligations under annmty product guarantees, which may affect our consolidated results of operations, financial condition or cash

Slows.

Qur primary exposure, to equlty risk relates to the potential for iower earnings associated with certain of our life businesses where fee
income is carned based upon the fair. value of the assets under management. In addition, some of the products .offered by these
businesses, especially variable annuities, offer certain guaranteed benefits which i increase our potential benefit exposure as the cquity
markets decline. We are subject to equity market volatility related to these benefits, espeually the guaranteed minimum death benefit
(“GMDB"), guaranteed minimum withdrawal benefit (“GMWB”) and guarameed minimum income benefit (“GM]B”) offered with
variable annuity products We use reinsurance structures and have modified benefit features to mitigate the exposure associated with
GMDB. We also use reinsurance in combination with derivative instruments to minimize the claim exposure and the volanllty of net
income associated with the GMWB liability. While we belicve that these and other actions we have taken mitigate the risks related to
these benefits, we are subject to the risks that reinsurers or derivative counterpames are unable or unwilling to pay, that other risk
management procedures prove ineffective or that unanticipated policyholder behavior, combined with adverse market events, produces
economic losses beyond the scope of the risk management techniques employed, which individually or collectively may have a material
adverse effect on our consolidated results of operations, financial condition or cash flows.
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Regulatory proceedings or private claims relating to incentive compensation or payments made to brokers or other producers, aHeged
anti-competitive conducl and other sales practices could have a material adverse effect on us. P

We have received multiple regulatory inquiries regarding our compensation arrangements with brokers and other producers. For
example, in June 2004, the Company received a subpoena from the New York Attorney General's Office in connection with its inquiry
into compensation- arrangements between brokers and carriers. In mid-September 2004 and subsequently, the Company has received
additional subpoenas from the New York Attorney General’s Office, which relate more specifically to possible anti-competitive activity
among brokers and insurers. On October 14, 2004, the New York Attomey General’s Office filed a civil complaint against Marsh &
McLennan Companies, Inc., and Maish, Inc. (collectively, “Marsh™). The complaint alleges, among other things, that certain insurance
companies, including the Company, participated with Marsh in arrangements to submit inflated bids for business insurance and paid
contingent cotrnissions to ensure that Marsh would direct business to them The Company was not Jomed asa defendant in the acuon

which has since settled. g Co R L

Since the beginning-of October 2004, the Company has received subpoenas or other information requests from Attorneys General and
regulatory agencies in more than a dozen jurisdictions regarding broker compensation, possible anti-competitive activity and sales
practices. These inquiries have concerned lines. of business in both our Property' & Casualty and Life operations. The Company may
continue to receive additional subpoenas and other information requests from Attorneys General or other regulatory agencies regarding
similar issues. , The Company, intends to continue cooperating fully with these.investigations, and is conducting an internal review, with
the. assistance of outside counsel, regarding- broker. compensation issucs in its Property & Casualty and Group Benefits operations.
Although no regulatory action has been initiated against the Company in connection with the allegations described in the civil
complaint, it is possible that one or.more other regulatory agencies may pursue action-against the Company or one or more of its
employees in the future on.this matter or on other similar matters. [f such an action is brought,-it could have a material adverse effcct on
the Company. . . o “u ", ’

N

Regulatory and market-driven changes may affect our practices relating to the payment of incentive compensation to brokers and other
producers, including changes that have been announced and those which may occur in the future, and could have a material adverse
effect on us in the future. ' Coe Clt :

We pay brokers and independent agents commissions and other forms of incentive compensation in consiection with the sale of many of
our insurance products. Since.the New York Attorney General’s Office filed 4 civil complaint against Marsh on Qctober 14, 2004,
several of the. largest national insurance brokers, -including Marsh, Aon-Corporation and Willis Group Holdings Limited, have
announced that they have discontinued the use of contingent compensation arrangements. Other industry participants may make similar,
or different, determinations in the future. In addition, legal, legislative, regulatory, business or other developments may requlre changes
to lndustry practices relating to incentive compcnsanon : Lo " .ot .

Pursuant !0 setllemem agreemems reached with rcgulators severa] insurance compames have agreed to restrictions on the payment of
contingent compensatmn relating to the placcment of excess casualty insurance-policies. These insurers have agreed that the restrictions
may be extended in time, and to other property and casualty lines, if insurers in a gwen line 01 segment, that together represent more
than 65% of the market share in the i msurance line (based upon national gross written premlums) do not pay contingent compensation.

On November 30, 2006, the New York Attomcy General’s Office notified these insurers that the 65% threshold had been reached for a
number of insurancé lines, including personal automobile and homecowners insurance. As a result, begmmn&, January 1, 2007, these
insurers were prohibited from paying contingent compensation relating to the placement of these types of insurance. In addition, on
December 21, 2006, Chubb Corporation agreed to forego the payment of contingent compensation for all P&C insurance lines pursuant’
to a scttlement agreement reached with regulators. These insurers, including Chubb, have also agreed to support legislation and
regulations to abolish contingerit’ compensation'and to require greater disclosure of compensaiion At this time,' it is not possible to
predict the effect of these announcéd or potenna! future changes on our busmess or distribution strategles but such changes cou]d have a
matertal adverse effect on us in the future. C . ' !

Y ' i - . , . vp o
Our consolidated re.sul'ts e f operatzons f inancial condmon or caeh _ﬂom ina parncufar period or perrods may be adversely gffected by
unfavorable loss a’evelopmem . : - . . . . .

Our success depends upon our abtllty 1o, accurately assess the risks associated with the businesses that we insure. We establlsh loss
reserves o cover our estimated hablllty for the payment of all unpaid losses and loss expenses incurred with respect to premiums earned
on the policies that we write., Loss reserves do not represent an exact calculation of hablllty Rather, loss reserves are estimates of what
we expect the ultimate scltlement and administration of claims W1]I cost, less what has been paid to date. These estimates are based
upon actuarial and statistical projections and on our assessment of currently available data, as well as estimates of claims severity and
frequency, legal theories of liability and other factors. Loss reserve estimates are refined periodically as experience develops and claims
are reported and settled.  Establishing an appropriate level of loss reserves . is an inherently uncertain process. Because of this
uncertainty, it is possible that our reserves at any given time will prove inadequate. Furthermore, since estimates of aggregate loss costs
for prior accident years arc used in pricing our insurance products, we could later determine that our products were not priced
adequatcly to cover actual losses dfid related loss expenses in order to generate a profit. To the extent we determine that actual losses
and related loss expenses exceed our expectations and reserves recorded in our financial statements, we will be required to increase
reserves, Increases in reserves would be recognized as'an expense during the-period or periods.in which these determinations are made,
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thereby adversely affecting our results of operations for the'related period or periods. Depending on the severity and timing of these
determinations, this could have a material adverse effect on our consolidated resitts of operations, financial condltlon or cash flows in a
particular quarterly or annual period.

. . 1

We are particularly vulnerable to losses from the incidence and severity of catastrophes, both natural and man-made, the occurrence of
which may have a material adverse effect on our fi nancrai condition, consolidated results of operanom or cash flows in a pamcu]ar
quarterly or annual penod

1

Our property and ca%ualty insurance operations ¢cxposc us to clalms arising out of catastrophes. Catastrophces can be caused by various
unpredictable events, including earthquakes, hurricanes, hailstorms, severe winter.weather, fires, tornadoes, explosions and other natural
or man-made disasters. We also face substantial exposure to losses resulting from acts of terrorism, discase pandemics and political
instability. The geographic distribution of our business subjects us to catastrophe exposure for natural events occurring in a number of
areas, including, but not limited to, hurricanes in Flofida, the Gulf Coast, the Northeast and the Atlantic coast regions of the United
States, and earthquakes in California-and the New Madrid region of the United States. Further we expect that increases in the values and
concentrations of insured -property in these areas will increase the severity of catastrophic events in the future. In addition, in the
aftermath of the 2004 and 2005 hwricane. season, third-party catastrophe loss models for hurricane loss events were updated to
incorporate medium-term-forecasts of increased hurricane frequency and severity. Our life insurance operauons are also exposed to risk
of loss from catastrophes.- For example, natural or man-made disasters or a disease pandemic such as could arise from avian flu, could
significantly increase our mortality and morbidity experience. Policyholders may be*unable to meet their obligations to pay premiums
on our insurance policies or make deposits on our investment products. Our liquidity could be constrained by a catastrophe, or multiple
catastrophes, which result in extraordinary losses or a:downgrade -of our debt or financial strength ratings. In addition, in part because
accounting rules do not permit insurers to reserve for such catastrophic events until they oceur,’ claims from catastrophic events could
have a material adverse effect on our financial condition, consolldated results of operations or cash ﬂows ina part:cu]ar quarterly or
annual period.

Competitive activity may adversely affect our market share and profitability, which could have an adverse effect on our business, results
of operations or financial condition. '

The insurance industry is highly competitive: Our competitors include- other insurers and, because many of our products include an
investment component, securities firms, investment advisers, mutual funds, banks and other financial institutions. In recent years, there
has becn substantial consolidation and convergence among companies in the insurance and financial services industries resulting in
increased competition from large, well-capitalized insurance and financial services firms that market products and services similar to
outs. Many of these firms also have been able-to increase-their distribution systems through mergers or contractual arrangements.
These competitors compete with us for producers such as brokers and independent agents. -Larger competitorsmay have lower
operating costs and an ability to absorb greater risk while maintaining their financial strength ratmgs thereby allowing them to price
their products more competitively. ‘These hu,hly compctltlve pressures could result in increased pricing pressures on a number of our
products and sérvices, pamcularly as compcmors seek to win ‘market share, and may harm 'our ability to maintain or increase our
profitability. Because of the highly competitivé nature of the insurance mdustry, there can be no assurance that we will continue to
effectively compete with our industry rivals, or that competltlve pressure will not have a matenal ‘adverse effect on our busmess results
of operations or financial condmon

We may experience unfavorable judrcml or legislative developmems that wou!d adversely aﬂ'ect our results o f operations, financial
‘condition or liquidity. ; i . .

[ +

The Hartford is mvolved in claims 11t|5cmon arising in the ordmary course of busmess both as a llab:hty insurer defendlng or prov1dmg
indemnity for third-party claims brought against insureds and as an insurer defending coverage claims brought against it., The, Hartford
accounts for such activity through the establishment of unpald loss and loss adjustment expense reserves. The Company is also
involved in legal actions that do not arise in the ordinary course of business, some of which-assert claims for substantial amounts. It is
not possible to predict changes in the judicial and legislative environment and their impact on the future development of the adequacy of
our loss reserves, particularly reserves for longer-tailed lines of business, including asbestos and environmental reserves. Pervasive or
dramatic changes in the judicial environment relating to matiers such as trends in the size of jury awards, developments in the law
relating to the liability of insurers or tort defendants, and rulings concerning the availability or amount of certain types of damages could
causc our ultimate liabilities to change from our current expectations. Similarly, changes in federal or state tort litigation laws or other
applicable laws could have the same effect, To the extent thaf judicial or legislative developments cause our ultimate liabilities to
increase from our current expectations, they could have a materlal adverse effect on the Company’s consolidated results of operatlons
ﬁnancml eondmon or llquldny :

Po!emml changes in domestic and jurelgn regulation may increase our business costs and reqmred capital levels, whzch Cou:’d
adversely affect onr bu.sme.ss consolidated operating results, financial condition or liquidity.

We are subject to extenswe laws and rcgulanons These laws and regulatlons are complex and subject to change. Moreover they are

admmlstcrcd and enforced by a number of different governmental authorities, including foreign regulators, state insurance regulators,

state securitics administrators, the Securities and Exchange Commission, the New York Stock Exchange, the National Association of

Secuntles Dealers, the U.S. Department of Justice, and state attorneys general, each of which exercises a degree of interpretive latitude.
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Consequently, we arc subject to the risk that compliance with any particular regulator’s or enforcement authority’s interpretation of a
legal issue may not result in compliance-with another regulator’s or enforcement authority’s interpretation of the same issue, particularly
when compliance is judged in hindsight. In addition, there is risk that any- particular regulator’s or enforcement authority’s
interpretation of a legal issue may change over time to our detriment, or that changes in the overall'legal environment may, cven absent
any particular regulator’s or enforcement authority’s interpretation of a legal issue changing, cause us to change our views regarding the
actions we need to take from a legal risk management perspective, thus ncccssitatmg changes to our practices that may, in some cases,
limit our ability to grow and improve the profi tability of our business. :

State insurance laws regulate most aspects of our U.S. insurance businesses, and our insurance. subsidiaries are regulated by the
insuranc¢e departments of the states in which they are domiciled and licensed, State laws in the U.S. gram insurance regulatory
authorities broad administrative powers with respect 10, among other things;

. licensing companies and agents to transact business; o

. . . -
. b . . . ’

e calculating the value of assets to determine compliance with statutory requirements;
». mandating.certain insurance benefits; ' - . 0 )
¢ regulating certain premium rates;

»  reviewing and approving policy forms; . - . !

* regulating unfair trade and claims practices, including through the imposmon of restrictions on marketmg and sales practices,
distribution arrangcmcms and payment of inducements;

e establishing stawtory capitat and reserve requirements and so]vcncy standards;

e  fixing maximum intercst rates on insurance policy loans and minimum rates for guaranteed crediting rates on life insurance policies
“and annuity contracts;

kY

* approving changes in control of insurance companies;

* restricting the payment of diwdcnds and other transactions between affiliates; s e '

*  establishing assessments and surchargcs for guaranty funds, SCC()nCl-lnjllry funds and other mandatory pooling arrangements; and

.

. rcgulatmg the types, amounts and valuation of mvestments ' .

State insurance rc;,ulators and the-Nanonal Association of Insuranée Commissioners, or NAIC, fegularly re-examine existing laws and
" regulations applicablc to insurance companies and their products. Qur international operations are subject to reg,ulation in the relevant
jurisdictions in which they operate which in many ways is ‘similar to the state regulation outlined above, ‘with similar related
restrictions. Our asse! management operations are also subject to extensive regulation in the various jurisdictions where they operate.
These regulations are primarily intended to protect investors in the securitics markets or investment’ advisory clients and generally grant
SUpervisory authdritics broad administrative powers, Changes in all of these laws and regulations, or in interpretations thereof, are often
made for the benefit of the consumer at the expense of the insurer and thus could have a material adverse effect on our business,
consolidated operatmg, results, financial condition and liquidity. Compliance with these taws and regulattons is also time consuming
and personnel intensive, and changcs in these laws and regulations may increase materially our direct and indirect compliance costs and
other expenses of doing busmcss thus having an adverse effect on our business, consolidated operating results, fi nam:ial condition and
]iqutdtty

.

Our business, results of operations and financial condition may be adversely affected by general domestic and international economic
and business conditions that are less fuvorable than anticipated.

Factors such as consumer spending, business investment government spending,, the volatility and strength of the capital markets, and
inflation all affect the business and cconomic environment and, ultimately, the amount and profitability of business we conduct For
example, in an economic downtum characterized by higher unemployment, lower family income, lower corporate earnings, lower
business mvestmcnt and consumer spending, the demand for financial and insurance products could be adversely affected. Further,
given that we offer our products and services in North America, Japan; Europe and South America, we are exposed to these risks in
multiple geographic locations. OQur operations are subject to dlffcrcnt local political, regulatory, business and financial risks and
challenges which may affect the demand for our products and services, the value of our investment portfolio, the required levels of our
capital and surplus, and the credit quality of local counterpartics. Thesc risks-include, for example, political, social or economic
instability in countrics in which we operate, fluctuations in foreign currency exchange rates, credit risks of our local borrowers and
counterparties, lack of local business experience in certain markets, and, in certain cases, risks associated with the potential
incompatibility with partners. Additionally, some of our recent growth is due to our expansion into new markets for our investment
products, primarily in Japan. During 2006, our sales of investment products in Japan declined significantly from the prior year, as
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competition increased  from both domestic and foreign competitors. Looking forward, our overall success in these new markets will
depend on our ability to succeed despite differing and dynamic economic, soctal and political conditions. We may not succeed in
devcloping and implementing policies and strategies that are effective in each location where we do business and we cannot guarantee
that the inability to successfully address the risks related to-economic conditions. in all of the geographic locations where, we conduct’
business will not have a material adverse effect on our busines_s, results of operations or.financial condition. .

We may experience difficulty in marketing and distributing products through our current and future distribution channels.

We distribute our annuity, life and certain property and casualty insurance products through a varicty of distribution channels, mcludmg
brokers, independent agents, broker-dealers, banks, wholesalers, affinity partners, our own internal sales force and other third party
organizations. In some areas of our business, we generate a significant portion of our business _through mdmdual third party
arrangements. For example, we generated approximately 66% of our personal lines earned premium in 2006 under an exclusive
licensing arrangement with AARP that continues until January 1, 2020. We periodically negotiate provisions and renewals of these
relationships and there can be no assurance that such terms will remain acceptable to us or such third parties. *An interruption in our
continuing relationship with certain of these third parties could materially affect our ability to market our products. -

Qur business, results of operations, financial condition or liquidity may be adversely affected by the emergence of unexpected and
unintended claim and coverage issues.

As industry practices and legal, judicial, social and other environmental conditions change, unexpected and unintended issues related to
claims and coverage may emerge. These issues may either extend coverage beyond our underwriting intent or increase the frequency or

severity of claims, In some instances, these changes may not become apparent until some time after we have issued insurance contracts
that are affected by the changes. As a result, the full extent ‘of liability under our insurance contracts may not be known for many years
after a contract is issued and this liability may have a material adversc effect on ouf business, results of operations, financial condition or
liguidity at the time it becomes known.

'

We may experience a downgrade in our financial strength or credit ratings which may make our products less attractive, increase our
cost of capital, and inhibit our ab:l‘trv to refinance our debt, which would have an adverse effect on our business, consolidated operating
results, financial condition and liquidity.

Financial strength and credit ratings, including commercial paper ratings, have become an increasingly i‘mp'ortant factor in establishing
the competitive position of insurance companies. Rating organizations assign ratings based upon several factors. While most of the
factors relate to the rated company, some of the factors relate to the views of the rating organization; general economic conditions, and
circumstances outside the rated company’s control. . In addition, rating. organizations may employ different models and -formulas to
assess the financial strength of a rated company, and from time to time rating organizations have, in their discretion, altered thesc
models. Changes to the models, general economic conditions, or circumstances outside our control could impact a rating organization’s
judgment of its rating and the subsequent rating it assigns us. We cannot predict what actions rating organizations may take, or what
actions we may be required to take in response to the act:pns of rating organizations, which may adversély affect’us. Our financial
strength ratings, which are intended to measure our ability 10 meet policyholder obligations, are an important factor affecting public
confidence in most of out products and as a result, our competitiveness. A downgrade in our financial strcngth ratmgs or an announced
potential downgrade, of one “of our principal insurance subsidiaries could affect our competmve posmon in the i msurance industry and
make it more difficult for us to market our products, as potential customers may select companies with hlgher financial strength ratings.

The intcrest rates we pay on our borrowmgs are largely dependent on our credit ratings. A downgrade of dur credit ratings, or an
armounccd potential downgrade, could affect our ability to raise additional debt with terms and conditions similar o our current debt,

and accordingly, likely increase our cost of capital. In addition, a downgrade of our credit ratings could make it more dlfﬁcult to raise
capital to refinance any maturing debt obligations, to support | busmess growth at our insurance subsidiaries and to maintain or improve
the current financial strength ratings of our principal’ insurance subsidiaries described above. As a result, it is possibie that any, or a
combination of all, of these factors may have a material adverse effect on our business, consolidated operating results, financial
condition and liquidity. . . o . .

Limits on the ability of our insurance subsidiaries to pay dividends to us may adversely affect our liquidity.

The Hartford Financial Services Group, Inc. is a holding company with tio si gnificant operations. Our principal asset is the stock of our
insurance subsidiaries. State insurance regulatory authorities limit the payment of dividends by i insurance subsidiaries. Ir addition,

competitive.pressures generally require certain of our insurance subsidiariés to maintain financial strength ratings. These restrictions
and other regulatory requirements affect the ability of our insurance subsidiaries to'make dividend payments. Limits on the ability of
the insurance subsidiaries to pay dividends cou]d adversely affect our liquidity, including our ability to pay dividends to sharcholders
and scmce our debt.
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As a property and casualty insurer, the premium rates we are able to charge and the profits we are able to obtain are affected by the
actions of state insurance. departments that regulate our business, the cyclical nature of the business in which we compete and our
abhility to adequately price the risks we underwrite, which may have a material adverse eﬂ(_ct on our comoha’area’ results of operations
in a particular quar.rerly or anntial pertod or periods. ‘ SR .

Pricing adequacy depends on a numbcr of factors, including the ability to obtain regulatory approval for rate changes, proper evaluation
of underwriting risks, the ability to project future loss cost frequency and severity based on historical loss experience adjusted for known
trends, our response to rate actions taken by competitors, and expcctnnons about regulatory and legal developments and expense levels.
We scek to price our property and casualty insurance policies such that insurance premiums and future net investment income earned on
premlums received will provide for an acceptab]e profit in excess of underwriting expenses and the cost of paying claims.

State insurance departments that rc;,ulate us often propose premium rate changes for the benefit of the consumer at the expense of the
insurer, and may not allow us to reach targeted levels of profitability. In addition to regulating rates, certain states have enacted laws
that require a property and casualty insurer conductmg, business in that state-to participate in assigned risk plans, reinsurance facilitics,
joint underwriting associations and other residual market plans or to offer coverage to all consumers, often restricting an insurer’s
ability to charge the price it might otherwise charge. In these markets, we may be compelled to underwrite significant amounts of
business at.lower than desired rates, participate in the operating losses of residual market plans or pay assessments to fund operating
deficits of state-sponsored funds, possibly leading to an unacceptable returns on equity. Laws and regulations of many states also limit
an nsurer’s ability to withdraw from one or more lines of insurance in the state, except pursuant to a plan that is approved by the state
insurance department. Additionally, certain states require insurers to participate in guaranty funds for impaired or insdlveft insurance
companics. These funds periodically assess losses against all insurance compames doing business in the state. Any of these factors
could have a material adverse effect on our consohdatcd results of operations in a particular quarterly or annual period or periods,

Additionally, the property and casualty insurance market is historically cyclical, cxpcncncmg periods characterized by relatively hlgh

levels of price competition, less restrictive underwriting stindards and relatively tow premium rates, followed by penods of relanvely

low levels 'of competition, more selective underwntmg standards and relatwc]y high premium rafcs, Prices tend o iticrease” fof a
particular line of business when insurance carriers have incurred s1gmf' icant losses in that line of business in the recent past or when the

‘industry as a whole commits less of its capital to writing exposures in that line of business. Prices tend to decrease when recent loss

experience has been favorable or when competition among insurance carriers increases. In a number of product lines and states, we are
currently- experiencing premium rate reductions. In these product lines and states, there.is a risk that the premium we charge may
ultimately prove to be inadequate as reported losses cmerge. Even in a period of rate increases, there is a risk that regulatory
constraints, price competition or incorrect pricing assumptions could prevent us from achieving targeted returns. [nadequate pricing
could have a material adverse effect on our consolidated results of operations in a particular quarterly or annual period or periods.

If we are unable to maintain the availability of our systems and safeguard the security of our data due to the occurrence of disasters or
other unanticipated events, our ability 1o conduct business may be compromised, which may have a material adverse effect on our
business, consolidated results of operations, financial condition or cash flows. .

We use computer. systems o store, retri'evé evaluate and utilize customer and ‘company data and information. Our computcr

information technology and telecommumcatlons systems, in tum interface with and rely upon third-party sysiems. Our business is
highly dependent on our ability, and the ability of certain affiliated third parties, to access these systems to perform ncccssary business
functions, such as providing insurance quotes, processing premlum payments making changes to cxnstmg;, policies, filing and paying
claims, and providin;, customer supf)ort Systems failures or outages could compromise our ability o perform these functions in a
timely manner, which could hann our ability to conduct business and hurt our relatlonshlps with our business partners and customers,

In the event of a disaster such as a natural ‘catastrophe, an industrial accident; a blackout, a computer virus, a terrorist attack or war, our
systems may be inaccessible to our cmployees customers or business pariners for an extended period of time. Even if our employees
are able to report to work, they may be unable to perform their duties for an extended period of time if our data or syslcms are disabled
or destroyed. Qur’systems could also be subject to physncal and electronic break-ins, and subject to similar’ disruptions from.
unauthorized tampering with | our systems, This may impede or interrupt our business operations and may have a material adverse effcct '
on our business, consolidated operating results, financial condition or liquidity. |

If we experience difficulties arising from outsourcing relationships, our ability to.conduct business may be compromised.

We outsource certain technology- and business functions to third parties and expect to do so selectively in the future.. If we do not
effectively develop and i'mplémem our outsotircing. stratégy, third party providers do not perform as anticipated, or we experience
problems with a transition, we may cxperience opérational difficultics, increaséd costs and a loss of businéss that may have a material

adverse effect on our consolidated results of operations in a particular quarterly or annual period or periods.

4
. . . .
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Potential changes in Federal or State tax laws could adversely aj]éct our business, consohdared opet ‘ating results or jmancxal
condition.

Many of the products that the Company sells currently benefit from one or more forms of tax-favored status under current federal and .
state income tax regimes. For example, the Company sells life insurance policies. which benefit from the deferral or climination of
taxation on earnings accrued under the policy, as well as permanent exclusion of certain death benefits that may be paid to
policyholders' beneficiarics, We also sell annuity contracts which allow the policyhiolders to defer the recognition of taxable'income
earned within the contract. Other products that the Company-sells also enjoy similar, as well as other, types of tax advantages. The
Company also benefits from certain tax benefits, including but not limited to, tax-exempt bond interest, dividends- recewcd deductlons
tax credits (such as forelgn tax credits), and insurance reserve deductions.

There is risk that federal and/or state tax leglslanon could be enacted that would lessen or eliminate some or all of the tax advantagcs
currently ‘benefiting the Company or its policyholders. This could occur in the context of deficit reduction or several types of
fundamental tax reform. The effects of any such changes could, résult in materially lower product sales lapses of pohc1es currently

held, and/or matenally higher corporate taxes that would be incurred by the Company

[tem lB UNRESOLVED STAFF COMMENTS ' o _ : ce B
Nome. . . B . . A . -0 | o [ ) - . ' -» . . )
Item 2. PROPERTIES

' ’ I T . Lt . ’t

The Hartford owns the land and buildings comprising its Hartford location and other properties within the greater Hartford; Connecticut-
area which total approximdtely 1.9 million of the 2.1 million square feet owned by the Company in‘the aggregate. In addition, The
Hartford leases approximately 5.4 million square feet throughout the United States and approximately 175,000 square feet in other
countrles All of the propertties owncd or leased arg used by one or more of al! ten operating segments, depending on the location. For
more information on operating segments, see Part 1, ltem 1, Business of The Hartford - Reporting Segments. The Company betieves
its propemes and facilities are suitable and adequate for current operations.

Item 3. LEGAL PROCEEDINGS | ' ' : o

The Hartford is involved in claims litigation arising in lhe ordinary course of business, both as a liability insurer defending or providing
indemnity for third-parfty claims brought against insureds and as an-insurer defending coverage claims brought against it. The Hartford
accounts for such activity through the establishment of unpaid loss and loss adjustment expense reserves. Subject to the uncertaintics
discussed below under the caption “Asbestos and Environmental Claims,” management expects that the ultimate liability, if any, with
respect o such ordinary-course claims litigation, after consideration of provisions made for potential losses and costs of defense, will,
not be material to the consolidated financial condition, results of operattons or cash flows of The Hartford.

' [ .

The Hartford is also involved in other kinds of legal actions, some of which assert claims for substantial amounts. These actions
include, among others, putative state and federal class actions scekmg certification of a state or national class. Such putative class
actions have alleged, for example, underpayment of claims or |rnproper underwriting pract:ces in connection w1th various kinds of
insurance policies, such as personal and commercial automobile, property, life and ‘inland “marine; 1mproper sales practices in
connection with the sale of life insurance and other investment products and i improper fee arrangements in connection with mutual
funds and structured settlements. The Hartford also is involved'in individual actions in which punitive damages are sought, such as
claims alleging bad faith in the handling of insurance claims. Like many other insurers, The Hartford also has been joined in actions by
asbestos plaintiffs asserting that insurers had & duty to protect the public from the dangers of asbestos and in a putative class action filed
in West Virginia state court by asbestos plaintiffs allc;,lng that insurers committed unfair trade practices by asserting defenses on behalf
of their policyholders in the underlying asbestos cases. Management expects that the ultimate liability, if any, with respect to such
lawsuits, afier consideration of provisions made for estimated losses, will not be material to the consolidated financial condition of The
Hartford. Nonctheless, given the large or indeterminate amounts sought in certain of these actions, and the inherent unpredictability of
litigation, an adverse outcome in certain matters could,” from time’ to ttmc have a material adverse cffeet on the Company s
consolidated results of operations or cash flows in particular quarterly or annual periods.

Broker Compensation Litigation — On October 14, 2004, the New York ‘Attomey General's Office filed a civil complaint (the “NYAG
Complaint”) against Marsh Inc. and Marsh & Mcl.ennan Companies, Inc.. (collectively, “Marsh™) alleging, among other things, that
certain insurance companics, including The Hartford, participated with Marsh in arrangements to submit inflated bids for busincss
insurance and paid contingent commissions to ensurc that Marsh would direct business to them. The Hartford was not jeined as a
defendant in the action, which has since settled. Since the fi iling of the NYAG Complaint, several private actions have been filed
against the Company asserting claims arising from the allegations of the NYAG Complaint.

Two securities class actions, now consolidated, have been filed in the United States District Court for the District of Connecticut
alleging claims against the Company and certain of its executive officers under Scction 10(b) of the Securities Exchange Act and SEC
Rule 10b-5. The consolidated amended complaint alleges on behalf of a putative class of shareholders that the Company and the four
named individual defendants, as control persons of the Company, failed to disclose to the investing public that The Hartford’s business
and growth was predicated on the unlawful activity alleged in the NYAG Complaint. The class period alleged is August 6, 2003

26




through October 13, 2004, the day before the NYAG Complaint was filed. The complaint seeks damages and attorneys’ fees.
Defendants filed a motion to dlsmlss in June 2005, and ‘on July 13, 2006, lhe district court granted the motion. The plamnffs have’
noticed an appeal’ of the dismissal. '

Two corporate derivative actions, now consolrdated a!so have been filed in. the same court. *The consohdated amended complaint,
brought by shareholders on behalf of the Company against its directors and an exccutive officer,.alleges that the defendants knew
adverse non-public information about the activities alleged in the NYAG Complaint and. concealed and misappropriated that
information to make profitable stock trades, théreby breaching their fiduciary duties, abusing their .control, committing gross
mismanagement, wasting corporate assets, and unjustly enriching themselves. The complaint secks damages, injunctive relief,
disgorgement, and attorneys’ fees. Defendants filed a motion to dismiss in May 2005, and the plaintiffs thercafter agreed to ‘stay further
proceedings pending resolution of the motion to dismiss the secuntres class action. All defendants dispute the altegations and lntend to

defend these actions vrgorously
+ i

The Company is also a defendant in a mulndrstrlct lmpatlon in federal’ district court in New Jersey There.are two consolldated
amended complaints tiled in the multidistrict litigation, one related to alleged conduct in connection with the sale of properly-casualty
insurance and the other related to alleged conduict in conriection with the sale of group benefits products The Company and various of”
its subsidiaries are named in both complaints. The actions assert, on behalf of a class of perfsons who purchased insurance through the
broker defendants, clajms under the Sherman Act, the Racketeer Inﬂuenced and Corrupt Organizations Act (“RICO”), state law, and in
the case of the group bénefits complaint, claims under ERISA arising from conduct similar to that alleged in the NYAG Complaint.

The class period alleged is 1994 through the date of class certification, which has not yet Sccurred.  The complaints seek treble
damages, injunctive,and declaratory relief, and attorneys® fees. On October 3, 2006, the court denied in part the defendants’ motions to
dismiss the two consolldated amended complamts but found the complaints deficient in other respects and ordered the plaintiffs to file
supplemental pleadings. After the plaintiffs, filed their supplemental pleadings, the defendants renewed their motions to dismiss. The
renewed motions to dismiss and the plaintiffs’ motions for class certification are pcndmg The Company also has béen named in two
similar actions filed, in state courts, which the defendants have removed to federal court. -Those actions currently are transferred-to the
court presiding over the multidistrict litigation. The Company disputes the allegations in all of these actions and intends to defend the .
actions vigorously. In addition, the Company- was joined as a.defendant in.an action by the California Commissioner of Insurance
alleging similar conduct by various insurers in connection with the sale of group benefits products. The Commissioner’s action..
asserted claims under California insurance law and sought injunctive relief only. The Company has setiled the Commissioner’s action, -

" Additional complaints may be filed against the Company in various courts alleging claims under federal or state law arising from the
_ conduct alleged in.the NYAG Complaint. The Company’s ultimate liability, if any, in the pending and possible future suits is highly

uncertain and subject to contingencies that are not yet known, such as how many suits will be filed, in which courts they will be lodged,

what claims they will assert,. what the outcome of investigations by the New York Attorney. General’s Office and other regulatory
agencies will be, the success of defenses that the Company may assert, and the amount of recoverable damages if liability is

established. In the opinion of management, it is possible that an adverse outcome in one or more of these suits could have a material

adverse effect on the Company 5 consolldated results of operanons orcash flows in pamcu]ar quarterly or annual periods. -

Fair Credit Reporting Act Putative Class Action — In October 2001, a complaml was filed in the Umtcd Slates District Court for the
District of Oregon, on behalf of a putative-class of homeowners and automobile policyholders from 1999 10:the present, alleging that
the Company willfuily violated the Fair Credit Reporting Act (“FCRA™) by failing to send appropriate notices to new customers whose
initial rates-were higher than they would have been had the customer had a more favorable credit report. In July 2003, the district court
granted summary judgment for the Company, holding that FCRA’s adverse action notice requirement did not apply. to the rate first
ehargcd for an initial pollcy of i insurance. '

The plamnfl' appealed and, in August 2005 .a panel of the United States Court of Appeals for the Ninth C1rcu1l reversed the d:smcv
court, holding that the adverse action notice requirement applies to new: business and that the Company’s notices, even when sent,

contained inadequate information. Although no court previously had decided the. notice requirements applicable to insurers under
FCRA, and the district court had not addressed whether the Company’s alleged violations of FCRA were willful because it had agreed
with the Company’s interpretation of FCRA and. found no violation, the Court of Appeals further held, over a dissent by one of the
judges, that the Company’s- failure to send notices conforming to the Court’s opinion constituted a willful violation of FCRA as a
matter of law. FCRA provides for a statutory penaity of 3100 to $1,000 per willful violation. .Simultancously, the Court of Appeals
issued decisions in related cases against four other insurers, reversing the district court and holding that those insurers also had violated
FCRA in similar ways. On October 3, 2005, the Court of Appeals withdrew its opinion in the Hartford case and-issued a rewscd
opinion, which changed certain Ianguage of the opinion but not the outcome.

On October 31, 2005, the Company timely filed a petition for rehearing and for rchcarmg en banc in the Ninth Circuit. Whr]e that
petition was'pending, on January 25, 2006, the Court of Appeals again withdrew its opinion in the Hartford casc and issued a second
revised opinion. The new opinion vacated the Court’s earlier ruling that the Company had willfully violated FCRA as a matter of law
and remanded the case to the district court for further proceedings. On February 15, 2006, the Company filed a new petition for
rehearing and rehearing en banc, and on April 20, 2006, the Court of Appeals denied the petition. On July 19, 2006, the Company filed
a petition for a writ of certiorari in the United States Supreme Court. On September 26, 2006, the Supreme Court granted petitions
filed by insurers in two of the related cases, and on January 16, 2007, it heard argument in those cases. The Supreme Court has not yet
acted on the Company’s petition.
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On .Iuly 25, 2006 the parties entered into a memorandum of understanding sct[mg forth the essentlal terms of a class sculcmcm in this
action, and, on Scptember 8, 2006, the parties executed and filed with the district court a Stipulation of Settlement. On Scptember 11,
2006, the district court preliminarily approved the settlement and scheduled a hearing for final approval of the settlement for February
26, 2007. . The settlement-is subject to certain contingencies, including final approval by the district court. If the scttlement is
completed, -management expects that the Company's ultimate obligations under the settlement agreement, after consideration of
provisions made for this matter, will not have a material adverse ¢ffect on the Company § consolldatcd results of operations or cash
flows in any particular quarterly-or annual period.

Blanket Casualty Treaty Litigation ~ Thc Company is engaged in pending litigation in Connecticut Superior Court against certain of ils
upper-layer reinsurers under its Blanket Casualty Treaty (“BCT”). The BCT is a multi-layered reinsurance program providing excess-
of-loss coverage in various amounts from the 1930s through the 1980s. The upper layers were first placed in 1950, predominantly with
London Market reinsurers, including Lloyd’s syndicates reinsured by Equitas. The action seeks, among other relief, damages for the
reinsurer defendants’ failure to pay certain billings for asbestos and pollution claims. )

In December 2003, the Company entered into a global setl]ement with MacArthur- Company, an asbestos msulatlon distributor and
installer then in bankruptcy, for $1.15 billion. The Company then billed the reinsurer defendants under the BCT for $117 of the
scttlement amount. After the reinsurers refused to pay the MacArthur billing, the Company amended its complaint to add, among other
thmgs claims related to that billing. Most of the reinsurer dcfendants counterclaimed, secking a declaration that they, did not owe
reinsurance for the MacArthur sctllemem . : -

The litigation concerns under what “circumstances losses arising from multiple claims against a singie insured may be combined and
ceded as a single “accident” under the BCT so as to reach the upper layers of the program. The BCT contains a unique deﬁnmon of
“accident.” The application of this deﬁmtlon to the'ceded losses is the crux of the dispute

In April 2005, the Superior Court phased the proceedings, prowdmg for a trial of the MacArthur bl]]ll‘lf, first, in Aprl] 2006: with other
billings to follow in subsequent trial settings. In September 2005, the London Market reinsurer defendants moved for summary
judgment on the MacArthur-related claims. After briefing and oral argument, the Superior Court issued a decision on December 13,
20085, granting the defendants’ motion. The Company noticed an appeal to the Connecticut Appellate Court; the appcal has since been
transferred to the Connectlcut Supreme Court. The Company intends to prosccute its appeal vigorously. -

On June 15, 2006, the Company announced an agreemnent with Equitas and all Lloyd’s syndicates reinsured by Equitas {collectively,
“Equitas™) that resolved, with minor exception, all of the Company’s ceded and assumed domestic reinsurance exposures with Equitas,
including the Company’s reinsurance recoveries from Equitas under the BCT. Those recoveries consist predominantly of asbestos and
pollutlon losses, including the billing for the MacArthur settlement. The pending litigation’and appea] continue with other upper-laycr
reinsurers under the BCT. : : . ‘ : -

“The outeome of the appeal is uncertain. If the decision of the Superior Court is affirmed on appeal, the Company may be unable to

collect from the nonsettling reinsurers not only its billing for the MacArthur setttement but also other current and future billings to
which the same relevant facts and legal analysis would apply. The Company has considered the risk of non-collection of these
recoveries in its allowance for all uncollectible reinsurance recoverables associated with older, long-term casualty liabilitics reported in
the Other Operations segment. After: consideration of this allowance, management expects that a negative outcome in the BCT
litigation would not have a material adverse effect on the Company’s consclldated results of operations or. cash ﬂows in any pamcular
quarterly or annual period. ; - -

Ashestos and Environmental Claims — As discussed in Item 7, Management’s Discussion and Analysis of Financial Condition and
Results of Operations under the caption “Other Operations (Including Asbestos and Environmental Claims)”, The Hartford continues
to receive asbestos and environmental claims that involve significant uncertainty regarding policy coverage issues. Regarding these
claims, The Hartford continually reviews its overall reserve levels and reinsurance coverages, as well as the methodologies it uses to
cstlmate its exposures. Because of the significant uncertainties that limit the ability of insurers ‘and reinsurers to estimate the ultimate
reserves necessary for unpaid losses and related expenses, particularly those related to asbestos, the ultimate liabilitics may exceed the
currently recorded reserves. Any such additional liability cannot be reasonably estimated now.but could be material to The Hartford’s
consolidated operating results, financial condition and llqutdny :

: ltem 4. SUBMISSION OF MATTERS TO A VOTE OF SECUR]TY HOLDERS

No matter was submitted to a vote of security holders of The Hartford Financial Services Group, Inc. during the fourth quarter of 2006.

- . . ' -
r .
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PART II S S e

Item 5. MARKET FOR THE HARTFORD’S COMMON EQUITY AND RELATED STOCKHOLDER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

The Hartford’s common stock is traded on the New York Stock Exchange (“NYSE™) under the trading symboli “HIG.”.A

The following table presents the high and low closing prices for the common stock of The Hanford on the NYSE for lhe pcnods
indicated, and the quarterly dividends declared per share.

: 1 Qtr. . 2" Qtr. . 37 Qtr. , 4"' Qtr.-

2006 ' .

Common Stock Price .. ' :

High ' $ - 88.83 $ 92,22 $ 87.84 $: © 93.61

Low 79.24 80.63 79.86 . ) T 84.73
Dividends Declared 0.40 040 Co040 . To. 050
2005 _ . o _
Common Stock Price o . . ’ ; SR

High 5- 73.76 % 0 7726 5 §1.89 $ T 89.00

Low 66.06 65.51 73.05 - 73.75
Dividends Declared 0.29 0.29 (.29 ) 0.30

As of February 16, 2007, the Company had apprommately 350,000 sharcholders. The closing price of The Hartford s common stock
on the NYSE on February 16, 2007 was $97.09.

On February 22, 2007, The Hartford’s Board of Directors declared a quarterly dividend of $0.50 per share payable on April 2, 2007 to
shareholders of record as of March 1, 2007. Dividend decisions are based on and affected by a number of factors, including the
operating results and financial requirements of The Hartford and the impact of regulatory restrictions discussed in ltem 7,
Management’s Discussion and Analysis of Financial Condition and Results of Operations -; Capital Resources and Liquidity -~
Liquidity Requirements.

There are also various legal and regulatory limitations governing the extent to which The Hartford’s insurance subsidiaries may extend
credit, pay dividends or otherwise provide funds'to The Hartford Financial Services Group, Inc. as discussed in Item 7, Management’s
Discussion and Analysis of Financial Condition and Results of Operations — Capital Resources and Liquidity — Liquidity Requircments.

See Part l[l ltem 12, Sccumy Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters, for .
information related to securitics authorized for issuance under equity compcnsatlon plans.

Purchases of Equity Securities by the Issuer

The following tablc summarizes the Company’s repurchases of its common stock for each’ of the thiee months in the period cndcd
December 31 2006: .

Total Number of Shares Maximum Number
Total Number Purchased as Part of ©=  of Shares that May Yet
of Shares Average Price Publicly Announced Be Purchased as Part
Period Purchased __Paid Per Share Plans or Programs of the Plans or Programs
October 2006 [1] 1,832 $ 86.96 ’ N/A (2]
November 2006 — h) — - N/A [2]
December 2006 — $ — N/A . [2]

[1] Represents shares acquired from employees of the Company for tax withholding purposes in connection with the Company’s benefit plans.
[2] 81 billion of the Company s securities were eligible for repurchase pursuant to the Compuany’s repurchase program,

In February 2007, the Company’s Board of Directors authorized the Company to repurchase up to an additional $1 billion of its
securities. This brings the Company’s total share repurchase authorization to $2 billion. The Company’s repurchasc authorization
permits purchases of common stock, which may be in the open market or through privately negotiated transactions. The Company also
may enter into derivative transactions to facilitate future repurchases of common stock. The timing of repurchases will be dependent

. upon several factors, including the market price of the Company’s securitics, the Company’s capital position, consideration-of the

effect of any repurchascs on the Company’s financial strength or credit ratings, and other corporate considerations. The repurchase
program may be modificd, extended or terminated by the Board of Directors at any time. Through February 16, 2007, The Hartford had
repurchased approximately $363 (3.8 million shares) under this program.
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Item 6. SELECTED FINANCIAL DATA

(In mitlions, except for per share data and combined ratios) " * - T . LT N
~. 2006 - 2005 2004 ~ - 2003 2002 ;

Income Statement Data
Total revenues - - . T§ 26500 $-27,083 % 22708 § 18,719 % 16410
Income (loss) before cumulative effect N . . - ) .

of accounting changes /1] o 2,745 © 2,274 2,138 o9y 1,000
Net income (loss) [/] [2] ' 2,745 . 2,274 2,115 Gn 1,000
Balance Sheet Data T g o .
Total assets : “$ 326,710 § 285,557 % 259,735 § 225850 § 181,972.
Long-term debt : 3,504 4,048 4,308 46100 . - 4,061
Total stockholders’ cquity . * 18,876 115,325 14,238 11,639 10,734

Earnings (Loss) Per Share Data
Basic earnings (loss) per share [i} N . Ca
Income (loss) before cumulative effect

of accounting change [1] $ 889 3 763 % 732 8 (033) . § 401

Net income (loss) [1] [2] : . 8.89 7.63 7.24 (0.33) 4.01.
Diluted earnings (loss) per share [1f [3] .
Income:(loss) before cumulative effect

of accounting change //] 3.69 744 7.20 (0.33) o -3.97

Net income (loss} /1] [2] . : oy, e o 869 0 7.44 - 702 (0.33) 3.97
Dividends declared per common share 1.70 1.17 - 1.13 1.09 : 1.05

Other Data . ' ) . .
Mutual fund assets /4] g - e e 5043 732 8§ 32,705~ § 28,068 -'§ 22,462 "% 15,321

Operating Data - RS e " o ' : Co
Combined ratios N L _ o _ :
Ongoing Property & Casualty Operations C 89.3 - 93.2° 953 0 965 A

1 [ ! 1 . : . on 1

[

{2]

3]

{4

2004 includes a $216 tax benefit related to agreement with the IRS on the resolution of matters pertaining 1o iax vears'prior 1o 2004. 2003
includes an after-tax charge of $1.7 billion related fo the Company's 2003 asbestos reserve addition. 340 of after-tax expense relared 1o the
settlement of a certain litigation d:spu!e 330 of tax benef t in Life pnmanly related to' the favarabie treatment of certain tax items arising
during the 1996-2002 tax vears, and $27 of after-iax severance chargés in Property & Casualty. 2002 includes $ 76 tax benefit in Life, $11
after-tax expense in Life related 1o a certain litigarion dispute and an 38 after-tax benefit in L:ﬁ, 's September || exposire,

2004 includes a 523 after-tax charge reloted to the cumulative effect of accounting change for the Company's adoption of the AICPA issued
Statement of Position 03-1, "Accbunting and Reporrmg by Insumnce Emerpnses -for Certain Nomradmonal Long-Durauon C ovitracts and for
Separate Accounts”™. ’
As a result of the net loss for the vear ended December 31, 2003 Statement of Financial Accounting Standards No. 128, "Earnings per Share™
requires the Company to use basic weighted average common shares outstanding in the calculation of the year ended December 31, 2003
dilured earnings (loss) per share, since the mclusmn of options of 1.8 would have been antidilutive to the earnings per share calcylation. In
the absence of the net loss, weighted average common shares ouistanding and diliitive potential common shares would have totaled 274.2.
Mutual funds are owned by the shareholders of those funds and not by the Company. As a result, they are not reflected in total assets on the
Company's balance sheet.
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. ltem 7. MANAGEMENT’S: DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
' T AND RESULTS OF OPERATIONS - . ) :
(Da!lar amaum‘s in millions, except for per share data, uniless othérwise stated) :

P .

Management 5 Dlscussron and Analysrs of Financial Condition and Results of Operations (“MD&A”) addresses the ﬁnancral :

condition of The Hartford Financial- Services Group, Inc. and its subsidiaries (collectively, “The Hartford” or the “Company™) as of
December 3 I, 2006, compared with December 31, 2005, and its results of operations for each of the three yedrs in the period énded
December 31, 2006., This discussion should be read‘in conjunction with the Consolidated Financial Statements .and related Notes

beginning on page F-1. Certain reclassifications have been made ‘to prror year financial mformatlon to conform to- the current year

presentatron . b . oo R

Certam of the statements contained hcrcm are forward- lookmg statements These forward- Iookm;, statements are made pursuant to the -

safe harbor provisions of the Private Securitics Litigation Reform Act of 1995 and include estimates and assumptions related to
economic, competitive and legislative developments. These forward-looking statements are subject to change and uncertainty which
are, in many instances, beyond the Company’s control and have been made based upon management’s expectations and beliefs

concerning future developments and-their potential effect upon the Company: There'tan be rio assurancé that future developments will -

be in accordance with management’s expectations'or that the effect of future developments on’ The Hartford will be those anticipated
by management. Actual results could differ materially from those expected by the Company, depending on the outcome of various

factors, including, but not limited to, those set forth in Part I{, Item | A, Risk Factors. These factors include: the difficulty in predicting -

the Company’s potential exposure for asbestos and environmental claims; the possible occurrence of terrorist attacks; the response of
reinsurance companies under reinsurance contracts and the availability, pricing and adequacy of reinsurance to protect the Company
against losses; changes in the stock markets, interest rates or other financial markets, including the potential cffect on the Company’s
statutory capltal levels; the inability to effectlvely mitigate-the impact of equity market volatility on the Company’s financial position

and results of operations arising from obligations, under annuity product:guarantees; the Company’s potential exposure arising out of .

. regulatory proceedings or private claims relating to,.incentive compengation or payments made to brokers or. other producers and
alleged anti-competitive, conduct; the uncertain effect on the Company of regulatory and market-driven changes in practices relating to
the payment of incentive compensation to brokers and ather producers, including changes that have been announced and those which
may occur in the future; the possibility of unfavorable loss development; the incidence and severity of catastrophes both natural and
man-made; stronger than anticipated competitive activity; unfavorable judicial or- legislative developments; the potential effect of
domestic ‘and foreign regulatory developments, including those which could increase the Company’s business costs and required
capital levels; the possibility of general economic.and business-conditions that are less favorable than anticipated; the Company’s
ability to distribute its products through distribution channels, both current and "future; the uncertain effects of emerging claim and

coverage issues; a downgrade in the Company’s financial strength or credit ratings; the ability of the Company’s ‘subsidiaries to pay

dividends to the Company; the Company’s ability to adequately price its property and casualty policies; the ablhty to recover the
Company’s systems and information in the event of a disaster or other unanticipated event; potential for difficulties arising from

outsourcing relationships; potcntlal changes in Federal or State tax laws and other factors descrrbed in such forward- lookmg-

statements. - : - . S . N : ‘ . . o
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{OVERVIEW ’ ‘ |

The Hartford is a diversifi ed insurance and ﬁnancral semces company with operations datmg back to 1810. The Company is
headquartercd in Connecticut and is organized into two major operattons Life and Propetty & Casualty, each containing reporting
segments. Within the Life and Property & Casualty operations, The Hartford conducts business principally in ten operating segments.

Additionally, Corporate primarily includes the Company’s debt financing and related interest expense, as well as certain capltal ralsmg_

activities and purchasc accountmg adjustments,

. . . 7 - .
. ? o , . . . . . . .
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Life is organized into six reportable operating segmeénts: Retail Products Group (“Retail”), Retirement Plans, Institutional Solutions
Group (“Institutional”), Individual Life, Group Benefits and International. Through Life the Company provides retail and institutional
investment products such as variable and fixed annuities, mutual funds, private placement life insurance and retirement plan services,
individual life insurance products including variable universal life, universal hfe mterest sensmve whole life and term life; and group
benefit products such as group tife and group dlsablhty insurance. :
. v P

Property & Casualty is organized into four reportable operating segments: the underwrltmg segments of Busmess Insurance, Personal
Lines and Specialty Commercial (collectively. ‘Ongoing Operations’ 7), and the Other Operations segment. Through Property &
Casualty. the Company provides a number .of coverages, as well as insurance-related services, to businesses throughout the United
States, including workers’ compensation, property, automobile, liability, umbrella, specialty casualty, marine, livestock, fidelity and
surety, professional liability and director’s and officer’s liability coverages. Property & Casualty also provides automobile,
homeowners, and home-based busmess coverage to mdmdualstthroughout the United States, as well as insurance-related- services to -
busmesses - S . oS ‘

¥

Many of the principal factors that drive the profitability «of The Hartford’s Life and Property, & Casualty operations are separate.and .
distinct. Management considers this diversification to be a strength of The Hartford that distinguishes the Company from many of its
peers. To present its operations.in a more ,meaningful and organized way, management has included separate overviews within the Life
and Property. & Casualty sections of MD&A. For further overview of Life’s profitability and analysns see’ page 49. For further
overview of Property & Casualty 8 proﬁtablltty and analysts see page 67.,

- . . 1 . i P

Broker Compensat:on ‘

B r . + g .o L »

As the Company has disclosed prevrously, the Company pays brokers and- 1ndependent agents commissions and other forms of -
incentive compensation in connection with the sale of many of the Company s insurance products. ' Since the’New York Attorney
" General’s Office filed a civil complaint'against Marsh on October 14, 2004, several of the largest national insurance brokers, including
Marsh, Aon Corporation and Willis Group Holdings Limited, have announced that they havé -discontinued the ‘use of contingent
compensation arrangements, Other industry -participants may make similar, -or different; determinations in the future. In*addition,
- legal, legislative; repulatory, busmess or other’ developments may requrre changes ‘to mdustry practrces relatmg to- incentive

compensation. ' . ’ S '

Pursuant to settlement agreements reached with regulators, several insurance companies have agreed to restrictions on the payment of
contingent compensation relating to the placement of .excess casualty insurance. policies These insurers have agreed that the
restrictions may be extended in time, and to other property. and casualty-lines, if insurers in a given line or segment, that together
represent more than 65% of the market share in the insurance line (based upon national.gross written' premiums), do'not pay contingent

compensation. On November:30, 2006, the New York Attorney General’s Office notified these insurers thatthe. 63% threshold had
been reached for a number of insurance lines, including personal automobile and homeowners insurance. As a result, beginning
January. 1, 2007, these insurers were prohibited from paying contingent compensation relating to- the placement of these types of
insurance. In addition, on December 21, 2006, Chubb Corporation agreed ‘1o forego the payment of contingent compensation for all
P&C insurance lines pursuant to a settlement agreement reached with regulators. These insurers, including Chubb, have also agreed to
support legislation and regulations to abolish contingent compensation and to require greater disclosure of compensation:- At this time,
it is not possible to predict the effect of these announced or potential future changes on our business or dtstrtbutton strategies, but such
changes could have a material adverse effect on us in the future.

CRITICAL ACCOUNTING 'ESTIMATES T - . : S

1

The preparation of financial statements, in conformity with accounting principles generally accepted in the United States of America
(“GAAP”), requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of revenues and experses
during the reperting period. Actual results could differ from those estlmates » -

The Company has identified the following estlmates as crmcal in that they involve a higher degree of judgment and are subject to a
significant degree of variability: property and casualty reserves for unpaid losses and loss adjustment expenses, net of reinsurance; Life
deferred policy acquisition costs and present value of future profits associated with variable annuity and other universal life-type
contracts; the evaluation of other ‘than-temporary 1mpamnents on investments in available-for-sale securities; the-valuation of
guaranteed minimum withdrawal benefit derivatives; pension and other postretirement benefit obligations; and contingencies relating to
corporate litigation and regulatory matters. In developing these estimates management makes subjective and complex judgments that
are inherently uncertain and subject to material change as facts and circumstances, dcvelop Although variability is inherent in these
estimates, management believes the amounts provided are appropriate based upon the facts avallable upon compilation of the financiat
statements L. .

Property & Casualty Reserves, Net of Reinsurance -~ e o - '

The Hartford establishes property and casualty reserves to provide for the estimated costs of paying claims under insurance policies
‘written by the Company. These reserves include estimates for both claims that have been reported and those that have been incurred
but not reported, and include estimates of all expenses associated with processing and settling these claims. Esnmatmg the ultimate
cost of future losses and loss adjustment expenses is an uncertain and complex process. This éstimation process is based largely on the
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assumption.that past developmenits are an.appropriate predictor of future events and involves a variety of actuarial techniques that
analyze experience, trends and other relevant factors. Reserve estimates. can change over time because of unexpected changes in the
external environment, Potential external factors include (1) changes in the inflation rate for goods and services related to covered
damages such as medical care, hospital care, auto parts, wages and home repair, (2) changes in the general economic environment that
could cause unanticipated changes in the claim frequency per unit insured, (3) changes in the litigation environment as ev:denced by
changes in claimant attorney representation in the claims negotiation and settlement process, (4} changes in the judicial environment
regarding the interpretation of policy provisions relating to the determination of coverage and/or the amount of damages awarded for
certain types of damages, (5) changes in the social environment regarding the general attitude of juries in the determination of liability
and damages, {6) changes in the legislative environment regarding the definition of damages and (7) new types of injuries caused by
new types of injurious exposure: past examples inciude breast implants, lead paint and construction defects. Reserve estimates can also
change over time because of changes in intemal company operations. Potential internal factors include (1) periodic changes in claims
handling procedures, (2) growth in new lines of business where exposure and loss development patterns are not well established or (3)
changes in the quality of risk selection in the underwriting process. In the case of assumed reinsurance, all of the above risks apply. In
addition, changes in ceding company case reserving and reporting patterns can create additional factors that need to be considered in
estimating the reserves. Due to the inherent complexity of the assumptions used, final claim settlements may vary s:gmf icantly from
the prescnt estimates, pamcular[y when those settlements may not occur until well into the future.

‘ Through both facultative and treaty reinsurance agreements, the Company cedes a share of the risks it has underwritten to other

insurance companies.: The Company’s net reserves for loss and loss adjustment expenses include anticipated recovery from reinsurers
on unpaid- claims. The estimated amount. of the anticipated -recovery, or .reinsurance recoverable, is net of an allowance for

uncollectible reinsurance. . .

Reinsurance recoverables include an estimate of the amount of gross loss and loss adjustment expense reserves that may be ceded under
the terms of the reinsurance agreements, inctuding incurred but not reported unpaid losses.; The Company calculates its ceded

-reinsurance projection based on the tertns of any applicable facultative and treaty reinsurance, including an estimate of how incurred

but not reported losses will ultimately be ceded by reinsurance agreement. Accordingly, the Company’s estimate of reinsurance
recoverables is subject to snmllar risks and uncertamnes as the esnmate of the gross rescrve for unpaid losses and loss ad_]llSlTl’len(
expenses. ' ‘

*

The Company provides an allowance for uncollectible reinsurance, reflecting mahagement’s best estimate of reinsurance cessions that
may be uncollectible in the future due to reinsurers’ unwillingness or inability to pay. The Company analyzes recent developments in
commutation activity between reinsurers and cedants] fecent trends in arbitration and litigation outcomes in disputes between reinsurers
and cedants and the overall.credit quality of the Cornpany’s reinsurers. “Where its contracts permit, the Company secures future claim
obligations with various forms-of-collateral, including irrevocable letters of credit; sccured trusts, funds held accounts and group-wide
offsets. The allowance for uncollectible reinsurance was $412 as of December 31, 2006, including $294'related to Other Operatlons
and §1 18 related to Ongoing Opcratlons ‘

. . C § .
Due to the inherent uncertainties as to collection and the length of time before reinsurance recoverables become due, it is p0551ble that
future adjustments to the Company’s reinsurance recoverables, net of the allowance, could be required, which could have a material-
adverse effect on the Company’s consolidated results of operations or cash flows in a particular quarter or annual period.

The Hartford, like other insurance companies, categorizes and tracks its insurance reserves for its segments by “line of business”, such
as propeity, auto physical damage, auto liability, commercial multi-peril package business, workers” compensation, general liability
professional liability and fidelity and surety. Furthermore, The Hartford regularly reviews the appropriateness of reserve levels at the’
line of business level, taking into consideration the variety of trends: that impact the ultimate settlement of claims for the subsets of
claims in each particularline of business. In addition, within the Other Operations scgment, the Company has reserves for asbestos and
environmental (A&E) claims. Adjustments to previously established reserves, which'may be material, are reflected in the operating
results of the period in which the adjustment is determined to be necessary. In the judgment of management, information currently
available has been properly considered in the resefves established for losses and loss' adjustment expenses. " Incurred but not reported
(IBNR) reserves represent the difference between the esnmated u]umate cost of all claims and the ‘actual reported ]oss and loss
adjuslmem expenses (¢ reported losses”) Reported losses represent cumulatwe loss and loss adjustment expenscs pald plus case
reserves for outstanding reported claims. Company actuanes evaluate the total reserves (IBNR and case reserves) on an accident year
basis. An accident year 1s the calendar year m “which a loss 'is mcurred or, m the case of clalms made pohues the calendar year m
which a loss is reported ! ' ! "

N i . ' Wt
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The following table shows loss and loss adjustment cxpense Teserves by line of business and by operating segmem as of December 31,
2006, net.of reinsurance: . .

Businesé ‘ Personal ) Specialty . QOther . .Total

Insurance Lines __Commercial Qperations P&C
Reserve Line of Business . . . . oo . . .
Property . $ 65 8§ 225 8. . 63 $ - — $ 353
Auto physical damage . | , 15 26 9 o — . - 50
Auto liability . . 625 c= 1,526 94 — 2,245
Package business . 2,028 - _ e e — . 2,028
Workers’ compensation . ‘ 3.8i6 7 . 1,830 — ' 5,653
General liability 587 . 39 1,504 — 2,130
Professional liability . — — . <556 — 1, 556 .,
Fidelity and surety o ' — —_ . ..~ 158 — . © 158 .
. Assumed Reinsurance [ 1] . L — ot 813 g13
All other non-A&E B — — . e - 1,045, 1,645
A&E : 8 2 5 2,558 2,573
Total reserves-net ’ : 7.144 - 1,825 - 4219 4416 17,604
Reinsurance and other recoverables 650 - 134 - 2,303 - 1,300 4,387
Total reserves-gross $ 7,794 $ - 1,959 $ 6,522 $ - 5716 $ 21,99

[1] These net loss and loss adjustment expense reserves relate to assumed reinsurance underwritten by Reinsurance operations thar ‘were moved into
Orher Operanom (formerly known as HarlRe ).

Reserving for non-A&E reserves wrthm'Ongomg and Other Operations™' e v -
How non-A&E reserves are set . . . . : . : . -

Reserves are set by line of business within thé variouis operating segments. As indicated in the above table, a single line of business
may be written in one or more of the segments. Case reserves are established by a claims handler on each individual claim and are
adjusted as new information becomes known during the course of handling the claim. Lines of business for which loss data (e.g., paid
losses and case reserves) emerge (i.c., is reported) over a long period of time are referred to as long-tail tines of business. Lines of
business for which loss data emerge more quickly are referred to as short-tail lines of business. Within the Company’s Ongoing
Operations the shortest-tail lincs of business are property and auto physical damage. The longest tail lines of business within Ongoing
Operations include workers’ compensation, gencrai liability, and professional liability. Assumed reinsurance, Wthl‘l is within Other.
Opcratlons is also long-tail business. o .

For shorl-tall lines of business, emergence of paid loss and case reserves is credible and likely indicative of ultimate losses. For long-
tail lines of business, emergence of paid losses and case reserves is less credible in the early periods.and, accordingly may not be
indicative of ultimate losses. - :

An expected loss Fatio is used in initially recording the reserves for both short-tail and long-tail lines of business. This expected loss
tatio is determined through a review of prior accident years’ loss ratios and expected changes to earned pricing,. loss costs, mix of
business, ceded reinsurance and other factors that are expected to impact the loss ratio for the current accident year. For short-tail lines,
IBNR for the current accident year is initially, recorded as the product of the expected loss ratio for the period, earned premium for the
period and the proportion of losses expected to be reported in future calendar periods for the current accident period. For long-tailed .
lines, IBNR reserves for. the current accident year are initially recorded as the product of the expected loss ratio for the period and the
earned premium for the period, less reported losses for the period. -

Company reserving actuaries, who are mdependcnt of the busmess units, regularly review reserves for both current and prior accident
years using the most current claim ‘data. These reserve reviews mcorporate a variety of actuarial methods and judgments and involve
rigorous analysis. Most non-A&E reserves are reviewed fully each quarter, including loss reserves for property, auto physical damage,
auto liability, package business, workers’ compensation, most general liability, professional liability and fidelity and surety. Other non-
A&E reserves are reviewed semi- annual]y (twice per ycar) or annually These include, but are not limited to, reserves for allocated loss
adjustment expenses, assumed reinsurance, latent exposures such as construction defects, unaltocatéd loss adjustment expense and all
other non-A&E exposures within Other Operations. For reserves that are reviewed semi-annually and annually, management menitors
the emergence of paid and reported losses in the intervening quarters to cither confirm that its estimate of ultimate losses should not
change or, if necessary, perform a reserve review to determine whether the reserve estimate should change.

For most lines of business, a variety of actuarial methods are reviewed and the actuaries select methods and specific assumptions
appropriate for each line of business based on the current circumstances affecting that line of busmess These selections incorporatc
input, as judged by the reserving actuaries to be appropriate, from claims personnel, pricing actuaries and operating management on
reported loss cost trends and other factors that could affect the reserve c%tlmalcs The output of the reserve reviews are reserve
estimates that are referred to herein as the “actuarial indication”.

The actuariat techniques or mcthods used include paid and reported loss development, frequency / severity, expected loss ratio and
Bomhucltcr—Ferguson techniques. Within any one line of business, a variety of techniques are used. Within any one line of business,
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certain methods are generally given more influence in determining the actuarial indication. The methods that are given more influence
vary within a line of business based primarily on the maturity of the accident year, the mix of business and the particular internal and
external influences impacting the claims experience or the methods.  The following is a discussion of the most common methods used;

these methods are not used for every line of busmess or every acc1dem year within a line of business. ' '

Paid Development method. Historical data, organized by accident period and calendar period, is used to develop paid loss development |
patterns, which are then appliced to current paid losses by accident period to estimate ultimate losses. The paid development method is
also used to estimate reserves for allocated loss adjustments expenses (ALAE).

Paid development techniques do not use information about case reserves and, therefore, are not affected by changes in case reserving
practices. Paid development techniques can, however, be significantly affected by changes in claim closurc patierns. Paid
development techniques for longer-tailed lines are generally less useful for more recent accident years since a low percentage of
ultimate losses are pa!d to date in early periods of develnpmenl and. small changes in paid losses can have a large impact on estimated
ultimate losses.

. 4 . - B : :
‘Reported Deve."opmem method. Historical data, organized by accident period and calendar period, is used to-devclop reported-loss
devclopment patterns, which arc then applied to cutrent reported losses by accident period to estimate ultimate losses, The reported
losses used in this analysis refer to cumulative paid losses plus case reserves and do not include {BNR. e

Compared to the paid development technique, the reported development technique has the advantage that a higher percentage of
ultimate losses are reflected-in reported losses than in cumulative paid losses. The reported development technique estimates only the
unrcported losses rather than the total unpaid losses. While the reported development technique -takes advantage of information
contained in the case reserves, estimates determined from this technique are affected by changes in case reserving practices.

Both paid and reported deve]opmem techniques assume that historical development paltem‘; are predictive of future development
pattcm% e ' . i .

Frequency / Severity methods. Historical data is used to develop claim count development patterns and those patterns are applied to the
number of current reported claims to estimate ultimate claim counts. Estimated ultimate claim counts are multiplied by an estimated
average severity (i.e., an average cost per claim) to calculate estimated ultimate losses. Average severity is cstimated by fitting
historical severity data to a trend linc and making assumptions about how the current environment would affect claim severity. In
making assumptions aboul the current environment, industry data is used where such data is available and appropriate. '

The advantage of frequency / sevcnty techniques i is that frequency estimates are ;,enera]ly easier to predlct and cxlcrna] information can
be used to supp]ement internal data in makmg seventy esumateq :

> [ 1

Expecled Loss Ratio merhod Loss ratios for prior aCCIdent years are used to dctcrmmc the appropriate expected loss rano for the
current accident year after applying anticipated changes in rates, pricing and loss costs. The current accident year expceted loss ratio is
multlp]lcd by eamed premjum to calculate estimated ultimate losses.

Expcetcd Loss Ratio techmqueq arc uscful for early penods of maturity on lonb-tallcd lines of busmess wherc very little pald or
reported loss information is available.

. _ . ] .
Bornhuetter-Ferguson mefhod. This mctljlod is a combination of the expected loss ratio method and the reported development method,
where the reported loss development method is given more weight as an accident year matures. .

For all lines of bus_mess variations of the above methods are uecd Examples of variation within the paid and’ rcponcd dcvelopment
methods include:

» The accident penod used may vary (. g year _quarter, or month)

The Company may analyze the data by coverage (e.g., bodily injury separate from propcrty damage)

There may be adjustmems for unusual loss activity

For ALAE, the Company uses patterns of the relanonshlp between paid ALAE and pald losses.

¥

Examples of variation within the frequency /severity methods include:

» For one sub-set of professional liability business, mdnd;,ement estimates frequency, not through historical claim count development,
- but through an analysis of the securitics class actions filed and policy listings -

» For some methods, management projects severity on only open claims, Co

¢ In the commercial liability lines, the Company performs the frequency / severity technique only on claims over a certain size

s For allocated loss adjustment expenses (ALAE), the Company analyzes ALAE on cLums in suit and assoc:ated legal expenses
separately from ALAE on other claims.

For each line of business, certain methods are given more influence than other methods. The discussion below gives a general
indication of which methods are preferred by line of business. Because the actuarial ¢stimates are generated at a much finer level of
detail than line of business (e.g., by distribution channel, coverage, accident per:od) this description should not be assumed to apply to
each coverage and accident year within a line of business. Also, as circumstances change, the methods that are given more influence
will change. For example, for Personal Lings auto liability claims, reported development techniques are currently not given significant
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influence in making estimates for recent accident years because case reserving practices have been changing in the recent past. [f case
reserving practices become more stable, reported development techmques may be given more weight.

Property and Auto Physical Damage These hnes are fast-developmg and pald and reported development techniques are used. The
Company performs and relies primarily on reported development teehmques and frequency/severity and Bomhuetter—Ferguson
“techniques for the most immature accident months. ~ . - '

Auto Liability - ' Personal L'fnes‘ For auto liability, and bodily injury in parucular the Company performs a greater number of
techniques than it does for property and auto physical damage, including paid and reported deve]opment and several frequency /
severity approaches. The Company generally uses the reported development method. for older accident years and the frequency /
severity methods for more recent accident years. Recent periods are heavily influenced by changes in case reserve practices and
changing disposal rates, and the frequency,/ severity techniques are not affected as much by these changes.

Auto Liability — Commercial Lmes, Package Business and Short-Tailed Generai Ltab:hty. As with Personal Lines auto liability, the
Company performs a variety of techniques, including the paid and reported development methods and frequency / severity techniques.
For older, more mature accident years, management finds that reported development techniques are best. For more recent accident
years,-management typically prefers frequency / seventy techniques that allow it.to make assumpuons about; the frequency of larger
claims. o : . S o : '

Long-Tailed General Liability, Fidelity and-Surety and'Largé Deductible Workers' Compensation. .For these very long-tailed lines of
business, the Company generally relies on the expected loss ratio, Bomhuetter-Ferguson and reported development techniques
Management generally weights these techniques together; relying more heavily on the expected loss ratio method .at early ages of
development and more on the reported development method as an accident year matures. ., -+ .- . N

Workers® Compensation. Workers® compensation is the Company!s single largest reserve line of business and management dogs the
largest amount of actuarial analysis on this line of business. Methods performed include paid and reportied development, variations on
expected loss ratio methods, and an in-depth analysis on the largest states. Paid development patterns are historically very stable in the
Company’s wotkers’ compensation business, so paid techniques are preferred for older accident periods. For more recent periods, paid
techniques ate 'less predictive of the ultimate liability since such a low percentage of 'ultimate "losses aré- paid in early periods of
development. Accordingly, for more recent acmdent penods the Company generally relies -more heavrly on a state- by -state analysrs
and the expected loss ratio approach. - . ¢ o AN

Professional Liability. Reportcd and pald loss developments pattems for th1s lme tend to be volatrle Therefore the Company typlcally
relies on frequency and severlty techniques. - ot . : S ’ .

- -
Assumea’ Reinsurance and All Other within Other Operations. For these lines, management tends to rcly on the reported development
techniques. In assumed reinsurance, assumptions are mﬂuenced by information gained from claim and underwrmng audlts

R

Allocated Loss Adjustment Expenses (ALAE) For some lines of busmess (e g profess:onal llablltty and assumed remsurance) ALAE
and losses are analyzed together. For most lines of business, however, ALAE is analyzed separately, using paid development and
frequency / severity tech'niques ' ' ' S ce < y '
N1

The final step in the reserve review process involves a comprehenswe review by senior reservmg aetuarles who apply their judgment
and, in concert with-senior management, determine- the appropriate level of reserves based on the various information that has been
accumulated. Numerous factors are considered in this determination process including, but 'not limited,to, the assessed reliability of
key loss trends and assumptions that may be significantly 1nﬂuencmg the current actuarial indications, the maturity of the accident year,

pertinent trends observed over the recent past, the level of volatility within a particular line of business, and the lmprovement or
deicrioration of actuarial indications in the current period as compared to the prior periods. In general, changes are made more quickly
to more mature accident years and lcss volatile lines of business. At year—end 2006, total recorded net reserves excluding asbestos and
environmental and excluding the allowance for uncollectible reinsurahce were 2.2% higher than the actiiarial indication of the reserves.

Annually, as part of the statutory reporting requirements, IBNR is allocated to accident year by statutory ling of busmess This work
forms the basis for the loss development table and reserve re-estimates table'shown in the "Business” section.

During 2006, there were numerous changes to non-A&E reserve estimates, Among other loss developments-in 2006, these changes
included an $83 reduction in catastrophe’ reserves related to the 2005 and 2004 hurricanes, a 358 release of Business Insurance
allocated loss adjustment expense reserves for workers’ compensationand package business related to accident years 2003 to 2003, and
a $45 strengthening of Specialty Commercial construction defect claim reserves for accident years 1997 and prior.  See “Reserves”
within the Property and Casualty MD&A for further discussion of reserve developments. . ' F s

. Ca . . . .
o . . il

Current trends contribming fo reserve uncertainty ' ' .

T

The Hartford is a multi-line company in the property and casualty business. The Hartford is therefore subject to reserve uncertainty
stemming from a number of conditions, including but not limited to those noted above, any of which could be material at any point in
time for any segment. Certain issues may -become more or less lmportant over time as conditions change. As various market
conditions develop, management must assess whether those conditions constrtute a long-term trend that should result in a reserving
action (i.c., increasing or decreasing the reserve).

1
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Within the commercial segments and the Other Operations segment, the Company has exposure to claims asserted for bodily injury as
a result of long-term or continuous exposure to harmfu! products or substances. Examples include, but are not limited to,
pharmaceutical products, latex gloves, silica and lead paint. The Company also has exposure to claims from construction defects,
where property damage or bodily injury from negligent construction is alleged. The Company also has exposure to claims asserted
against religious institutions and other organizations relating to molestation or abusc. Such exposures may involve potentially long
latency periods and may implicate coverage in multiple policy periods. These factors make reserves for such claims more uncertain
than other bodily injury or property damage claims. With regard to these exposures, the Company is monitoring trends in litigation, the
external cnwronment the similarities to other mass torts and the potential impact on the Company’s reserves.

In Personal Lines, reserving estimates are generally less variable than for the Company’s other property and casualty segments. This is
largely due to the coverages having relatively shorter periods.of loss emergence. Estimates, however, can still vary due to a number of
factors, including interpretations-of frequency. and severity trends and their impact on recorded reserve levels. Severity trends can be
impacted by-changes in internal claim handling and case reserving practices in addition to changes in the external environment. These
changes in claim practices incrcasc the uncértainty in the interpretation of case rescrve data, which increases the uncertainty in recorded
reserve levels. In addition, the success of the Company’s new Dimensions class plan for automobile first introduced in 2004 has lead to
a different mix of business by type of insured than the Company experienced in the past. In general, the Company now has a lower
proportion of preferred risks than in thie past. Such a change in mix increases the uncertainty of the reserve pl’O_]CCthl’lS since historical
data and reporting patterns may not be applicable to the new business.

In Business Insurance, workers’ compensation is the Company’s single biggest line of business and the line of business with the
longest pattern of toss emergence. ~ Reserve estimates for workers’ -compensation are particularly sensitive to assumptions about
medical inflation and the changing use of medical care procedures. In addition, ‘changes in state legislative and regulatory
environments impact the Company’s estimates.” These changes increase the uncertainty in the application of development patterns.

In the Specialty Commercial segment, many lines of insurance, such as excess insurance and large deductible workers’ compensation
insurance are “long-tail” lines of insurance. For long-tail lines, the period of time between the incidence of the insured loss and either
the reporting of the claim to the insurer, the settlement of the claim, or the payment of the claim can be substantial, and in some cases,
several years. As a result of this extended period of time for losses to emerge, reserve estimates for these lines are more uncertain (i.c.
more variable) than reserve estimates for shorter-tail lines of insurance. Estimating required reserve levels for large deductible
workers’ compensation insurance is further complicaled by the uncertainty of whether losses that are attributable to the deductible
amount can be paid by the insured; if such losses arc not paid by the insured duc to financial difficulties, the Company would be
contractually liable. Another example of reserve variability relates to reserves for directors and officers insurance. There is uncertainty
in the required level of reserves due to the impact of recent allegations within the financial services industry, including those in the
mutual fund, investment banking and insurance industrics. R

e

Impact of changes in key assumptions on reserve volatility

As stated above, the Company’s practice is to estimate reserves using a variety of methods, assumptions and data elements. Within its
reserve estimation process for reserves other than asbestos and environmental, the Company does not derive statistical loss distributions
or confidence levels around its reserve estimate and, as a result, does not have reserve range estimates to disclose.

The reserve estimation process includes explicit assumptions about a number of factors in the internal and external environment.’
Across most lines of business, the most important assumptions are future loss development factors applied to paid or reported losses to
date. For most lines, the reported loss development factor is most important, In workers’ compensation, paid loss development factors
are also important. The trend in loss costs is also a key assumption, pamcularly in the most recent accident years, where loss
development factors are less credible.

The following discussion includes disclosure of possible variation from current estimates of loss reserves due to a change in certain
key assumptions. Each of the impacis described below is estimated individually, without consideration for any correldtion among key
assumptions or among lines of business. Therefore, it would be inappropriate to take each of the amounts described below and add
them together in an attempt to cstimate volatility for the Company’s reserves in total. The estimated variation in reserves due to
changes in key assumptions is a reasonable estimate of possible variation that may occur in the futurc, likely over a period of several
calendar years. It is important to note that the variation discussed is not meant to be a worst-case scenario, and therefore, it is possible
that future variation may be more than the amounts discussed below.,

Recorded reserves for workers’ cofnpens_alion, net of reinsurance, are $5.7 billion across Business Insurance and Specialty
Commercial. The two most important assumptions for workers’ compensation reserves are loss development factors and loss cost
trends, particularly medical cost inflation. Loss development patterns are dependent on medical cost inflation. Approximately half of
the workers’ compensation net reserves are related to future medical costs. A review of National Council on Compensation Insurance
(“NCCI”) data suggests that the annual growth in industry medical claim costs has varied from -2% 1o +12% since 1991. This data
shows that medical inflation has been highly variable over the past decade. Across the entire workers’ compensation reserve base, a |,
point change in calendar year medical inflation would change the estimated net reserve by $600, in either direction.

. 1

Recorded reserves for auto liability, net of reidsurance, are $2.2 billion across all lines, $1.5 biilion of which is in Personal Lines,
Personal auto liability reserves arc shorter-tailed than other lines of business {such as workers’ compensation) and, thercfore, less
volatile. However, the size of the reserve base means that future changes in estimates could be material to the Company’s results of
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operations in any given period. The.key assumption for Personal Lines auto liability is the annual. loss cost trend, particularly the
severity trend component of loss costs: A review of Insurance Services Office (“[SO”) data suggests that annual growth in industry
severity since 1999 has varied from +1% to +6%. The.ISO data shows recent severity changes to be in the middle of this range. A 2.5
point change in assumed annual severity.is within historical variation for the industry and for the Company.. A 2.5 point change in
assumed annual severity for the.two most recent accident years would change. the estimated .net rescrve need by $70;"in either
direction. Assumed annual severity for accident years pnor 1o the two,most recent accident years is llkely to have minimal variability:,

Recorded reserves for general Jliability, net of reinsurance, ,are $2 1 bnlllon across Busmess Insurance and Spec:alty Commerma!
Reported loss development patterns are a key assumption for this line of business, particularly for more mature accident years
Historically, assumptions on reported loss developiment patterns have been.impacted by, among other things, emergence of new types *
of claims (e.g. construction:defect claims) or a shift in the mixture between smaller, more routine claims and larger, more complex -
claims. ;Fhe Company has reviewed the historical variation in reported loss development patterns. - If the reported loss development
patterns change by 10%, a change that is within historical variation, the estimated net reserve need would change by $300, in either
direction. A 10% change in reported loss development patterns is within historic¢al variation, as measured by the variation around the
average development faciors as reported in statutory accidcm year reports. .o ) Ve s '

Similar to general hablllty, assumed casualty reinsurance is affecled by reponed loss development pattem assumptions In addluon 1o
the items identified above that would affect both direct and reinsurance liability claim dcvclopment patterns, there is also an impact to
assumed reporting pattems for any changes in claim notification from ceding companies to the reinsurer. Recorded net reserves for
HartRé assumed reinsurance business, excluding asbestos. and. environmental labilities, within Other- Operations were $813 as of
December 31, 2006. If the reported loss development patterns underlying the Company's- net reserves for HartRe assumed casualty
reinsurance change by 10%, the estimated net reserve need would change by $254, in either direction. A 10% change in-reported loss-
development patterns is within historical variation, as measured by the vanation around the average development factors as.reported in
statulory acc1dent year reports.

Reserving forAsbesrm and Environmental Claims w:thm Other Opemnons : st Uy :
- . \ l o ] Tt

How A&E reserves are set - . e a . .

- R . il - N L P . . .

The Company continues to. receive asbestos and environmental claims. Asbestos claims relaté pnmanly to bodily i injuries ‘asserted by
people who came in contact _with asbestos or products eontammg asbestos Enwronmenla] clalms relate pnmanly o pollunon and
related clean-up costs. ; c

4. . . e, . 3 o,

The Company wrote several different categories of insurance contracts that may cover asbestos-and environmental claims. First, the
Company wrote primary policies providing the first layer of coverage in an insured’s liability program. Second, the Company wrote
excess policies providing higher layers of coverage for losses that exhaust the limits of underlying coverage. Third, the Company acted
as a reinsurer assuming a portion of those risks assumed by other insurers writing primary, excess and reinsurance coverages. Fourth,
subsidiaries of the Company participatéd in the London Market, writing both.direct insurance and assumed reinsurance business.

In establishing reserves for asbestos claims, the Company evaluates its insureds’ estimated liabilities for such claims using a ground-up
approach. The Company considers a variety of factors, including the jurisdictions where underlying claims have been brought, past,
pending and anticipated future claim activity, disease mix, past settlement values of similar, claims, dismissal rates, allocalcd loss
adjustment expense and potential bankruptcy impact. :

Similarly, a ground-up exposure review appnoach is ‘used (o establish environmental reserves. - The Company’s evaluation of its
insureds’ estimated liabilities for environmental claims’involves consideration of several factors, including historical values of similar
claims, the number of sites involved, the insureds’ alleged activitics at each site, the alleged environmental damage at each site, the
respective shares of liability of potentially responsible parties at €ach site, the appropriateness and cost of remediation at each site, the
nature of governmental enforcement activities at each site, and potential bankruptcy impact. . "

Having evaluated its insureds’ probable liabilities for asbestos and/or environmental claims, the Company then evaluates its insureds’
insurance coverage programs for such claims. The Company considers its insureds’ tofal’ ‘available insurance coverage, including the
coverage issued by the Company. The Company also con51ders relevant judicial interpretations of pohcy ]anguage and applicable

coverage defenses or determinations, if any.
t ' ) N

Evaluation of both the insureds’ estimated liabilitics and the Company’s exposure to the insureds depends heavily on an analysis of the
relevant legal issues and litigation environment. This analysns is eonducled by the Company s Iawyers and is subject to apphcable
pnvﬂeges : . ' .

For both asbestos and env:ronmental reserves, the Company also compares its.historical direct net loss and expense. pa:d and incurred
experience, and ‘net loss and expense paid and incurred experience year by year, 10 assess.any emerging trends, fluctuations or
characteristics suggested by the aggregate paid and incurred activity, - - . . s .

r S

Once the gross ultimate exposure for mdemmty and alloeated loss ad_]ustment cxpense is determmed for its insureds by each policy
year, the Company calculates its- ceded reinsurance projeeuon based on any appllcable facultanve and’ treaty relnsurance and the’
Company’s expenencc with reinsurance collections. - . : P ; Y

. - . . .
' . . LR . r

38




Uncertainties-Regarding Adequacy of Asbestos and- Environmental Reserves - S . . L

With regard to both environmental and particularly asbestos claims, significant uncertainty limits the ability of insurers and reinsurers
to estimate the ultimate reserves necessary for unpaid losses and related expenses. Traditional actuarial reserving techniques cannot
reasonably estimate the ultimate cost of these claims, particularly during periods where theories of law are in’ flux. The degree of
variability of reservé estimates for these exposures is significantly greater than for othér more traditional exposures In partlcu!ar the
Company bel1eves there is a high degree of uncertainty inherent in the’ esumatlon of asbéstos loss reserves.

In the case of the reserves for asbestos exposures, factors contributing 1o the- hlgh degree of uncertamty include madcquate loss
development patierns, plaintiffs’ expanding theories of liability, the risks inherent in major litigation, and inconsistent emerging legal
doctrines. Furthermore, over time, insurers, including the Company, have experienced significant changes in the rate at which asbestos
claims are brought, the claims experience of paiticular insureds, and the value of claims, making predictions of future exposure from
past expefience uncertain, Plaintiffs and insureds also have-sought to use bankruptcy: proceedings, including “pre-packaged”
bankruptcies, to accelerate and increase loss payments by insurers. In addition, some policyholders have asserted new classes of claims
for coverages to which an aggregate limit of liability may not apply. Further uncertainties include insolvencies of other carriers and
unanticipated developmems pertaining to the Company’s ability to recover reinstirarice for asbestos “and env1r0nmental clalms
Management bel:eves ‘these issues are ot likely to be resolved in the near future. ’ -

'
. -

In the case of the reserves for enwronmental exposures, factors contnbutmg to the high degree-of: uncertainty mcludc expanding

" theories of liability and damages; the risks inherent in major:litigation; inconsistent decisions concerning the existence and scope of -

coverage for environmental claims; and uncertainty as to the monetary amount being sought by the claimant from the insured.

It is also not poss:ble to predlct changes in the legal and legistative enwronment and thelr effect on the future development of asbestos
and environmental claims. It is unknown whether potential Federal asbestos- refated legislation will be enacted or what its effect would

be on the Company s aggregate asbestos liabilities. v S

.

The repomng pattern for assumed remsumnce claims, mcludmg those related to asbestos and env1ronmental clalms is much longer than
for direct claims. In many instances, it takes moniths or years to determine that the policyholder’s own obligations have been met and
how the reinsurance in question may apply to such.claims. The delay in, reporting reinsurance claims and exposures adds_to.the
uncertainty of estimating the related rescrves. : L Ce o e '

* )

leen the faotors describéd above, the Company belicves thé actuarial tool-; and other techmques it employs to estimate the ulumate
cost of claims for more traditional kinds of insufance exposure are less precnse in estimating reserves, for its asbestos and environmental”
exposurés. For this reason,.the Company relics on cxposure- bascd ana]ysm to’ estimate the ultlmatc costs of these c!alms and rcgularly
evaluates new mformauon in assessing its potcmla] asbestos and enwronmenta] exposures

P ' . U + ! ! r

A number of factors affect the variability of estimates for asbestos and env:ronmenta] reserves including assumpnons with respect to
the frequency of claims, the average severity of those claims settled with payment, the dismissal rate of claims with no payment and the
expense to indemmity ratio. The uncertainty with respect to the underlying reserve assumptions for asbestos and environmental adds a
greater degree of varlablllty to these reserve estimates than reserve estimates for more traditional - €XpOSUIEs. While this variability is
reflected in part in the size of the range of reserves developed by the Company, that range may still not'be’indicative of the potential
variancé between the ultimate outcome'and the recorded reserves. The Tecorded net-reserves as of-December 31, 2006 of $2.57 billion
($2.25 billion and $322 for asbestos and environmental, respectively) is within an estimated range, unadjustcd for covariance, of $1.99
billion to $3.05 billion. The process of estimating asbestos and environmental reserves remains subject to a wide vanety of
uncertainties, 'which are detailed in Note 12 of Notes o Consolldated Financial Statemerits, Duc”to these uncertaintics, further
developments could cause the Company to change its estimates and’ ranges of its asbestos and environmental réserves, and the effcct of
these changes could be material to the Company's consolldated operatmg results, ﬁnanc1al ‘condition and [1quld1ly

Total Property & Camah‘y Reserves, Net of Remsurance

P 1 - EA .
In the opinion of‘management, based upon the known facts and current law, the reserves recorded for the Company s property and
casualty businesses at December 31, 2006 represent the Company’s best estimate of its ultimate liability for losses and loss adjustment
expenses related to losses covered by policies written by the Company. However, because of the significant uncertainties surroundmj,
reserves, and particularly asbestos exposures, it is poSS|ble that management s estirhate of the ultlmate llabllllles for these claims may’
change and that the required’ adJustment to recorded reéserves could exceed the currently recorded reserves by an arnount that could be
material to the Company s results of operatlons fi nanc1a] condmon and l1qu1d1ty

i . ' o "

. 3 . . B -
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Life Deferred Policy Acquisition Costs and Present Value of Future Profits Associated with Variable Annuity and Other Universal
Life-Type Contracts

.

Accounting Policy and Assumptions

Life policy acquisition costs include commissions and certain other expenses that vary with and are primarily associated with acquiring
business. Present value of future profits (“PVFP”) is an intangible asset recorded upon applying purchase accounting in an acquisition
of a life insurance company. Deferred policy acquisition costs and the present value of future profits intangible asset are amortized in
the same way. Both are amortized over the estimated life of the contracts acquired. Within the following discussion, deferred policy
acquisition costs and the present value of future profits intangible asset will be referred to-as “DAC”. At December 31, 2006 and
December 31, 2005, the carrying value of the Company’s Life DAC asset was $9.1 billion and $8.6 billion, respectively. Of those
amounts, $4.4 billion and $4.5 billion related to individual.variable annuities sold in the U.S., $1.4 billion and $1.2 billion related to
individual variable annuities sold in Japan and $2.1 billion and $1.9 billion related to umvcrsal Ilfe—type contracts sold by Individual
Life.

The Company amortizes DAC related to investment contracts and universal life-type contracts (including individual variable annuities)
using the retrospective deposit method. Under the retrospective deposit method, acquisition costs are amortized in propomon to the
present value of estimated gross profits (“EGPs™). EGPs are also used to amortize other assets and liabilities on the Company’s balance
sheet, such as sales inducement assets and unearned revenuc reserves. Components of EGPs are used to determine reserves for
guaranteed minimum death and income benefits. For most contracts, the Company evaluates EGPs over a 20 year horizon as estimated
profits emerging subsequent to year 20 are immaterial. The Company uses other measures for amortizing DAC, such as gross costs
(net of reinsurance), as a replacement for EGPs when EGPs are expected to be negative for multiple years of the contract’s life.  The
Company also adjusts the DAC balance, through other comprechensive income, By an amount that represents the amortization of DAC
that would have been required as a charge or credit to operations had unrealized gains and losses on investments been realized. Actual
gross profits, in a given reporting period that vary from management’s initial estimates result in incréases or decreases in the rate of
amortization, commonly. referred to as a “true-up”, which are recorded in the current period. The true-up recorded for the years ended
December 31, 2006, 2005 and 2004 was an increase to amortization of $41, $18 and $16, respectively. .

Each year, the Company develops future EGPs for the products sold during that year. The EGPs for products sold in a particular year
are aggregated into cohorts. Future gross profits are projected for the estimated lives of the contracts, and are, to a large extent; a
function of future account value projections for individual variable annuity products and to a lesser extent for variable universal life
products The projection of future account values requires the use of certain assumptions. The assumptions. considered to be important
in the ‘projection_of future account value, ahd hence the EGPs, mclude separate account fund performance, which is impacted by
separate account fund mix, less fees asscssed against the contract ho]dcr s account balance, surrender and lapse rates, interest margin,
and mortality. The assumptions are developed as part of an annual process and are dependent upon the Company’s current best
estimates of future events. The Company’s current aggregate separate account return assumption is approximately 8.0% (after fund
fees, but before mortality and expense charges) for U.S. products and 5.0% (after fund fees, but before mortality and expense charges)
in aggregate for all Japanese products, but varies from product to product. The overall actual return generated by the separate account
is dependent on several factors, including the relative mix of the underlying sub-accounts among bend funds and equity funds as well
as equity sector weightings. The Company’s overall U.S. separate account fund performance has been rcasonably correlated to the
overall performance of the S&P 500 Index (which closed at 1,418 on December 29, 2006), although no assurance can be provided that
this correlation will continue in the future. . . . .

Estimating' future gross profits is a complex process réquiting considerable judgmcnt and the forecasting of events well into the future.
Estimating future gross profits is important not only for detcrmining the amortization of DAC but also in the accounting and valuation
of sales inducement assets, unearned revenue reserves and guarantced minimum death and income benefit reserves. The estimation
process, the underlying assumptions and the resulting EGPs, are cvaluated regularly.

During the fourth quarter of 2006, the Company refined its estimation process for DAC amortization and corﬂpfeted a comprehensive
study of assumptions. The Company plans to complete a comprehensive assumption study and refine its estimate of future gross profits
in the third quarter of 2007 and at least annually thereafter. . :

Upon complctlon of an assumptlon study, the Company revises its assumptions to reflect its current best estimate, thereby changing its
estimate of projected account values and the related EGPs in the DAC, sales inducement and unearned revenue reserve amortization
models as well as the guaranteed minimum death and income benefit reserving models. The cumulative balance of DAC as well as
sales inducement assets, unearned revenue reserves and guaranteed minimum déath and income’benefit reserves are adjusted with an
offsetting benefit or charge to income to reflect such changes in the period of the revision, a process known as “unlocking”. An unlock
that results in an afier-tax benefit generally occurs as a result of actual experience or future expectations being favorable compared to
previous estimates of account value growth and EGPs. An unlock that results in an after-tax charge generally occurs as a result of
actual experience or future expectations being unfavorable compared to previous estimates of account value growth and EGPs. ‘

In addition to when a comprehensive assumption study is completed, revisions to best estimate assumptions used to estimate future
gross profits are necessary when the EGPs in the Company’s models fall outside of a reasonable range of EGPs. The Company
performs a quantitative process each quarter to determine the reasonable range of EGPs. This process involves the use of internally
developed models, which run a large number of stochastically determined scenarios of separate account fund performance.
Incorporated in each scenario are assumptions with respect to lapse rates, mortality, and expenses, based on the Company’s most recent
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assumption study. These scenarios are run “for individual variable annuity business in the U.S. and independently for individual
variable annuity business in Japan and are used to calculate statistically significant’ ranges ‘of reasonable EGPs. The statistical ranges
produced from the stochastic scenarios are compared to the present value of EGPs used in the Company’s models. If EGPs used in the
Company’s models fall outside of the statistical ranges of reasonable EGPs an unlock’-’ would be necessary. A similar approach is
used for variable universal life business. . “ ’ N e

Unlock and Sens:'tivity Analysiy - . .

As described above, during the fourth quarter of 2006, the Company completed a comprehensive study of assumptions underlying
EGPs, resulting inan unlock” The study covered all assumptions, including mortality, lapses, expenses and scparate account returns,
in substantially all product lines. The new best estimate assumptions were applied to the current in-force to project future gross profits.
The 1mpact on the Company’s assets and liabilities as a result of the unlock during the fourth quarter ‘was as follows: .

R N . . '

. R - . - Death and .
' Unearned * © Income " . Sales .
. Segment . DAC and Revenue L Benefit, . . Inducement
After-tax (charge) benefit PVFP Reserves Reserves (1] . Assets : Total
Retail Products Group N 5 (70) % ' 5 3 a3 .3 $ {72)
Retirement Plans -~ ‘ o 20 . — ’ : — 20,
Individual Life _ ©(49) 31 — .= sy’
International ~ Japan Annuity . 26 = 27 — 53,
Life - Other ' (46). R — ' — (46)
Corporate (13) = - — (13)
" Total $ (132) § 36 $ 7 5 3 $*- (76)

[1] As a result of the unlock, dea!h benefit reserves, in the Refau’ Products Group, mcreased 5294, affset by an increase of 8279 in
reinsurance recoverables.

As a result of the unlock in the fourth quarter of 2006, the Company expects total Company DAC amortization to be lower than it
would have been in 2007 if the unlock had not occurred. This effect of the lower. DAC amortization in 2007 is expected to result in an
increase to net income of approximately $12, after-tax, of which approxlmately £6 relates to Retail Products Group The 1mpact on
amortization m 2007 for other segments is immaterial. . ‘ . :

The Company performs sensitivity analyses with respect to the effect certain assumptions have on our DAC baiances Each' of the
sensitivities illustrated below, are ,cstimated individually, without consideration for any., correlation among the key assumptions.
Therefore, it would be inappropriate to take each of the sensmwty amounts below and add them togcther in an attempt to estimate
volatility for the respectwe DAC balances in total. The following tables depict the estimated sensitivities for U.S. variable annuities
and Japan variable annuities DAC:

U.S. Variable Annuities

(Increasing separate account returns and decreaamg !apse rates resuil in benef ts. Decreasmg separate - Effect on DAC if

accounts and increasing lapse rates result in charges.) . - unlocked (after-tax) 1.

If actual separate account returns were 1% above or below our estimated return . $20-530.

If actual lapse rates were 1% above or below our estimated aggregate lapserate $20-830(2]

If we changed our future separate account return rate by 1% from our estimated future return $60 - 870-

If we changed our future lapse rate by 1% from our estimated aggregate future lapse rate 370 - $80 [2]
Japan Variable Annuities . . ' ; S '

(Incremmg separate accozmt returns and decreasing lapse rates resu!t in benefits. ecreasmg separate ' Effect on DAC if:

accounts and increasing lapse rates result in charges) L unlocked (after-tax) [1]

If actual separate account returns were 1% above or below our aggregated est1mated return .- §1-810

If actual lapse rates were 1% above or below our estimated aggregate lapse rate ' 51-%10[2]

If we changed our future separate account return rate by 1% from our aggregated estirated future return ‘ ~ 81-510

If we changed our future lapse rate by 1% from our estimated aggregate future lapse rate - $12-522[2]

{1] Thesc sensitivities do not mcludc the esumatcd lmpacls on sales mducemcnt assels, unearned revenue reserves and death and
income bencfit reserves and are not reflective of any future refinements to the Company’s gross profit estimation process. The,
Company’s DAC models assume that separate account returns are earned linearly and that lapses occur linearly (except for certain
dynamic lapse features) throughout the year. Similarly, the sensitivities assume that differential separate account and lapsc rates are
linear and parallel and persist throughout a full 12 month period. Thesc sensitivities are not perfectly linear nor perfectly
symmetrical for increases and decreases and'are most' accurate for small.changes in assumptions..” As such, extrapolating results
over a wide range will decreasc the acCuracy of the sensitivities? predictive ability. Sensitivity results are, in part,"based on the
current “in-the-moneyness” of varibus guarantecs offered with the products. Future market conditions could significantly change
the sensitivity results. . o ' :

]

[2] Sensitivity around lapses assumes lapses increase or decrease consistently across all cohort years and products.

41



-

An “unlock” only revises EGPs 10 reflect current best esnmate assumptlons The Company must also test ‘the aggregate rccoverablluy
of the DAC asset by comparing the amounts deferred to the present. value of total EGPs. In addition,.the Company routinely stress tests
its DAC asset for recoverability against severe declines in its separate account assets, which could occur if the .equity markets
experienced a significant sell-off, as the majority of policyholders’ funds in the separate accounts is invested in the equity market. As of
December 31, 2006, the Company believed U.S. individual and Japan individual variable annuity separate account assets could fall,
through a combination of negative market returns, lapses and mortality, by at least 53% and 70%, respectively, before portions of its
DAC asset would be unrecoverable. ) , :

Valuatton of Guaranteed Minimum Wlthdrawa] Benef‘t Derlvatlves co-

f

The Company off'ers certam vartable annuny products thh a g,uarameed minimum w;thdrawal bcneﬁt (“GMWB”) rldcr The fair
value of the GMWB is calculated based on actuarial and capital market assumptions related to the projected cash flows, including
benefits and related contract charges, over the lives of the contracts, incorporating expectations concerning policyholder behavior.
Because of the dynamic and comp]ex nature of these cash flows, best estimate assumptlons and stochastic techniques under a variety of
market return scenarios are used Esttmatmg these cash flows involves numerous estimates and subjective Judgments including those
regarding éxpected market rates ‘'of return, market volatility, correlations of market returns and discount rates. At CdCh valuatlon date,
the Company assumes expected returns based on' risk-free rates as represented by the current LIBOR forward curve rates; market
volatility assumptions for each underlying index based on a blend of observed market “implied volatility” data and annualized standard
deviations of monthly returns using the most recent 20 years of observed market performance; correlations of market returns across
underlying indices based on actual observed market returns-and relationships over the ten years preceding the valuation date; and
current risk-free spot rates as represented by the current LIBOR spot curve to determine the present value of expected future cash flows
produced in the stochastic projection process. Changes in capital market assumptions can significantly change the value of the
GMWB. For ¢xample, independent future decreases in equity market returns, future decreases in interest rates and future increases in
equity index volatility will all have the effect of decreasing the GMWSB asset as of December 31, 2006 resulting in a rcalized loss in net
income. Furthermore, changes in policyholder behavior can also significantly change the Value of the GMWB. For example,
independent future increases in fund mix towards equity based funds vs. bond funds, future increases in withdrawals, future increasing
mortality, future increasing usage of the step-up feature and decreases in lapses will all have the effect: of decreasing the GMWB asset
as of December 31,.2006 resulting in a realized loss in net income. Independent changes in any one of these assumptions moving in the
opposite direction will have the effect of increasing the GMWRB asset as of December 31, 2006 resulting in a realized gain in net
income. As markets change,-mature and evolve and actual policyholder behavior cmerges, management continually evaluates the
appropriateness of its assumptions. 'In addition; management regularly evaluates'the valuation model, incorporating emerging valuation
techniques where appropriate, including drawing on the expertise ‘of market participants and valuation experts. -Upon adoption of
Statement of Financial Accounting Standard No. 157, “Fair Value Measurements”, (SFAS 157) the Company will revise many of the’
" assumptions used to value GMWB. See Note I in Notes to Consolidated Financial Statements for a dlscussmn of SFAS 157

r

Evaluation of Other-Than-Temporary Impairments on Available-for-Sale Securities

The Hartford’s investments in fixed maturities, which mclude bonds, redeemable preferred stock and commercial paper; and ccrtam
equity securities, which include common and non-redeemable preferred stocks, are classified as “available-for-sale™ and accordingly
are carri¢d at fair valué with the after-tax differénce from cost or amortized cost, as adjusted for the effect of deducting the life and
pension policyholders™ share of the immediate part1c1patton guaranteed contracts; and certain life andannuity deferred policy
acquisition' costs and reserve adjustments, reflected in stockholders: equ1ty as a component of accumulated othcr comprehenswe
income (“AOCI") :

Onec of the significant estimates related to avallable for-sale securitics is the evaluatlon of mvcstments for other-than-temporary
impairments. [f a decline in the fair value of an available-for-sale security is judged to be other-than-temporary, a charge is recorded in
net realized capital losses equal to the difference between the fair value and cost or amertized cost basis of the security. In addition, for
securmes expected to be sold, an other-than-temporary imipairment charge is recognized if the Company does not expect the fair value
of & security to recover to cost or amortized cost prior to the expected date of sale. The fair value of the othcr than- temporan]y
impaired investment becomes its new cost basis. For fixed maturities, the Company amortizes the new ¢ost basm {0 par or to estimated
future valuc over the remammg hfe of the secunty based on future estlmated cash ﬂows .
The cvaluation of i lmpalnncnts is a quantitative and qua!ltatwc process,; which is subject to, risks and uncertamtlcs and is mtended to
determine whether declines in the fair value of investments should be recognized in current period earnings. The risks and
uncertainties include changes in general economic conditions, the issuer’s financial condition or near term recovery prospects and the
effects of changes in intetest rates. The Company has a security monitoring process overseen by a committee of investment and
accounting professionals (“the committee™) that identifies secuntles that, due to certain charactensucs ~as descrlbed below, are
subjected to an enhanded analys:s on a quarterly basis. C :

=" i . !
Securities not subject to Emerging lssues Task Force (“ElTF”) Issue No. .99-20, “Recognition of Interest Income and Impairment on
Purchased Beneficial Interests and Beneficial Interests That Continued to Be Held by a Transferor in_Securitized [Financial Assets”
{“non-EITF Issue No. 99-20 securities”) that are in an unrealized loss position, are reviewed at least quarterly to determine if an other-
than-temporary impairment is present based on certain quantitative and qualitative factors, The primary factors considered in
cvaluating whether a decline in value for non-EITF Issue No. 99-20 sccuritics is other-than-temporary include: (a) the length of time
and the extent to which the fair value has been less than cost or amortized cost, (b) the financial condition, credit rating and near-term
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prospects of the issuer, (¢) whether the debtor is current on contractually obligated interest and principal payments and (d) the intent
and ability of the Company to retain the investment for a period of time sufficient to allow for recovery.«

.. P : : . L0 . . i . t
Each quarter, during this analysis, the Company asserts its intent and ability to retain uniil recovery those securities judged to be
temporarily impaired. Once identified, these securities arc systematically restricted from trading unless approved by the committee.
The committee will only authorize the sale of these securities based on predefined criteria that relate to events that could not have been
forescen.  Examples of the criteria include, but are not fimited to, the deterioration in the 1ssuer s creditworthiness, @ change in
regulatory requirements ora ma_|or business combination or major disposition. -

#
1

For certain securitized financial assets with contractual cash flows including asset-backed securities, (“ABS”), EITF Issue No, 99 20
requires the Company to periodically update its best estimate of cash flows over the life of the security. If the fair value of a securitized
financial asset is less than its cost or amortized cost and there has been a decrease in the present value of the cstimated cash flows since
the last revised estimate, considering both timing and amount, an other-than-temporary impairment charge is recognized. ; The
Company also considers its intent and ability to retain a temporarily dépressed security until recovery. Estimating fiiture cash flows is a
quantitative and qualitative process that incorporates infofmation received from third party sources along with ;certain -intemnal
assumptions and judgments regarding the future performance of the underlying collateral. In addition, projections of expected future'
cash flows may change based upon ncw information regarding the performance of the underlying collateral. ‘

Pension and Other Postretlrement Benefit Ohhgatlons

The Company maintains a U.S. qualificd defined benefit pension plan (the “Plan™) that covers substantially all employees, as well as
unfunded excess plans to provide benefits in-excess of amounts permitted to be paid to participants of the Plan under the provisions of
the Internal Revenue Code. The Company has also entered into individual retirement agreements with certain retired directors
providing for unfunded supplemental pension benefits. In addition, the Company provides certain health care and life insurance
benefits for cligible retired employees. The Company maintains international plans which represent an immatcrial pcrcentage of total
pension asscts, liabilities and expense and, for reporting purposes, arc combined wnh domestic plans. - 1 ‘ .-

.

Pursuant to accounting principles related to. the Company s pension and other postrcurcment obligations to cmployccs under its
various benefit plans, the Company is rcqulred to make a significant number of assumptions in order to calculate the related liabilities
and expenses ecach period. The two cconomic assumptions that have the most impact on pension and ‘other pOSerterlTlcnt cxpense are
the discount rate and the expected long-term rate of return cn plan assets. In determining the discount rate assumption, the Company

. utilizes a discounted cash flow analysis of the Company’s pension and other postretirement obligations, currently available market and

industry data and consultation with its plan actuaries. The yield curve utilized in the cash flow analysis is comprised of bonds rated Aa
or higher with maturities primarily between zero and thirty years. Based on all available information, it was determined that 5.75%
was the appropriate discount rate as of December 31, 2006 to calculate the Company’s benefit liability.  Accordingly, the 5.75%
discount rate will also be used to determine the Company’s 2007 pcnsuon and other postretirement expense At December 31, 2005,
the discount rate was 5 50%. . | ‘ v

The Company determmes the cxpected long-term rate of return -assumption based on an analysis of the Plan portfolio’s historical
compound rates of return since 1979 (the carliest date for which comparable portfolio data is available) and over rolling 5 year and 10

“year periods, balanced along with future long-term return expectations that generally anticipate an investment mix of 60% equity

securities and 40% fixed income securities. The Company sclected these periods, as well as shorter durations, to asscss the portfolio’s
volatility, duration and total returns as they relate to pension obligation characteristics, which are influenced- by the Company’s
workforce demographics. In addition, the Company also applics market return assumptions, utitized in Life’s DAC analysis, o an
investment,mix that generaliy,anticipates 60%.equity securitics and 40% fixed income sccuritics to derive an expected long-term rate of
return. Based upon this analysis, the portfolio’s historical rdtes of return’ and management’s outlook with respect to market returns-and
the planned asset mix, management maintained the long-term rate of return assumption at 8.00% as of December 31, 2006. This
assumption is used to determine the Company’s 2007 expense. The long-term rate of return assumption at December 31 2005 was
8.00%. :

To illustrate the impact of these assumptions on annual pension and other postretirement expense for 2007 and going forward, a 25
basis point change in the discount rate will increase/decrease pension and other postretirement expense by approximately $15 and a 25
basis point change in the long-term asset return assumption will increase/decrease pension and other postretirement expense by
approxtmatcly $9. '

Contmg,encles Relating to Corporate Litjgation and Regulatory Matters _

Management foliows the requirements of SFAS No. 5 “Accounting for Contmg_,enucs This statement requires management to
evaluate-each contingent matter separately. A loss is recorded if probable and.reasonably estimable. Management establishes reserves
for these contingencies at.its “best cstimate”; or, if no one number within the range of possible losses is more probable than any other,
the Company records an estimated reserve at the low end of the range of losses.

The Company has a quarterly moniloring process involving legal and accounting professionals. Legal personnel first identify
outstanding corporate litigation and regulatory matters posing a reasonable possibility of loss. These matters are then jointly reviewed
by accounting and legal personnel! to evaluate the facts and changes since the last review in order to determine if a provision for loss
should be recorded or adjusted, the amount that should be recorded, and the appropriate disclosure. The outcomes of certain
contingencies currently being cvaluated by the Company, Wh]Ch relate to corporate litigation and regulatory matters, are inherently
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difficuit to predict, and the reserves that have been established for the estimated settlement amounts are subject to significant changes.
In view of the uncertainties regarding the outcome of these matters, as well as the tax-deductibility of payments, it is possible that the
ultimate cost to the Company of these matters could exceed the reserve by an amount that would have a material adverse effect on the
Company s consohdated results of opcratlons or-cash flows in a particular quarterly or annual penod

CONSOL[DATED RESULTS OF OPERATIIONS
' ' _ For the Years Ended December 31,

Operating Summary 2006 2005 2004
Eamed premiums TR : e T $ 15023 % 14,359 5 13,566
Fec income ' g L . - 4,739 . 4,012 : 3471
Net investment income ) ‘ . . .o ' .
Securities available-for-sale and other - - 4,69] . 4,384 4,144
Equity securities held for trading [1] 1,824 - 3,847 799 -
Total net in\festment'income . ' . - . 6,515 8,231 T 4943
Other revenues - . v : .o - 474 464 437
Net realized capital gains (losses) - : S - (251) ' 17 291
Total revenues 26,500 27,083 22,708
Benefits, losses and loss adjustment expenses [1] 15,042 16,776 13,640
Amortization of deferred pohcy acquisition costs and present value of future
profits . , . -, 3,558 3,169 . ., J2,843
Insurance operating costs and expenses - R o, 3,252 . - 3,227 . 2,776
Intcrest expense . ' . 277 ., 252 , . 251
Other expenses C o \ 769 674 - 675
Total benefits, Iosses and expenses 22,898 - 24,098 20,185
Income before income taxes and cumulatlve effect of accountmg change 3,602 2,985 2,523
Income tax expense 857 711 385
Income before cumulative effect of accounting change o 2,'745‘ 2274 2,138
Cumulative effect of accountmg change, net of tax [2_] — — (23)
Net income - ' $ 2745 8§ 2,274 § 2,115

[1] Includes investment income and mark-to- market effects of equity securities held for trading supporrmg The international variable annuity
business, which are classified in net mvesrmenr income with con"espondmg amoums credited to pohcyho!ders within benef its, losses and !oss
adjustment expenses.

{2] For the year ended December'31, 2004, represents the cumulative impact of the Company's adoption of the American Instituté of Certified Public
Accountants (“AICPA") issued Statement of Position ("SOP”) 03-1,

Nontraditional Long-Duration Contracts and for Separate Accounts ™ (“"SOP 03-1").

“Accounting and Reporting- by Insurance Enterprises for Certain

Net Income (Loss) by Operatzon and Life Segment - Lo e 2006 2005 2004
Life - : Ve , ‘ S ] ;
Retail ' Ce S ' oo o 5 628 $ 622 . § . 503 .
Retirement Plans . e I C 109 L 75 Tt 66
Institutional -~ - . . - R 99 .. B8 - . 68
* Individual Life - o . ro 1170 166 : 155
Group Benefits . : ' 303 272 229
International . : g . ' 246 96 39
. Other : R . {(114) (115) 322
Total Life . o o “ 1,441 - 1,204 - ¢ 1,382
Property & Casualty '
Ongoing Operations 1,554 1,165 955
Other Operations ) (35) 71 (45)
Total Property & Casualty 1,519 1,236 910
Corporate ) (215) (166) (177)
Net income : $ 2,745 S 2,274 $ 2,115
- Ongoing Operations Underwntmg Resuhs by Se Segment ) 2006 2005 2004
Business Insurance - . S h 8§ 618 5 396 $ 360
Personal Lines B e f S 429 460 138
Specialty Commercial - - . et 64 (165) (53)




Operating Results. . . o, J RPN T Lo

Year ended De_ee_mber 31, 2006 compared to the year ended December 31, 2005

Net income increased $471 due,to the following: @ @+

Total revenues decreased $583 primarily due to the following:

Ranlally_offscttrng thc dccrcasc in total rcvcnucs were the followmg: ;

+

‘Property & Casdalty net income increased $283,asa result of a $389 increasc in Ongoing Operations’ net income, partially offset
_'.by a decrease in Other Operatlons results from net income of §71 in 2005 to a net loss of $35 in 2006. Ongoing Operanons net

income increased due to increasés in underwrmng results and net ‘investmient income, partially ofTset by a decrease in net realized
capital gains. The increase in Ongoing Operations’ underwriting results was principally due to lower current accident year
catastrophe losses, lower insurance operating costs and expenses due to a change in estimated. Florida, Citizens assessments, a
change (o net favorable prior accident year loss development and the effect of catastrophe treaty reinstatement premium recorded
as a reduction of.earned premium in 2005. The net loss in Other Operations was primarily a result of prior year reserve
development of $243, pre-tax, recorded.in 2006, resulting from the agreement with Equitas and the Company’s evaluation of the
reinsurance recoverables and allowance for uncollectible reinsurance associated with older, long-term casualty liabilities,

Life’s net income. 1ncreased $237 primarily due to growth in assets under management resulting from.market growth and strong
sales along with higher carned premiums. Also contributing to Life’s increased net income were the following: N

®  During 2006, the Company achieved favorable settlements in several cases brought against-the Company by pohcyholders
regarding their purchase of broad-based leveraged corporate owned life insurance policies in the early to mid-1990s. The
Company reduced its estimate of thc ultimate cost of these cases in 2006. - This reserve reduction resulted in an -after-tax
benefit of $34 . . .

» A charge of $102, after- tax recordcd in 2005 in ere to 'reserve for mvesngauons related to market timing by the SEC and
* New York Attomey General’s Office, directed brokerag,e by the SEC and single prernmrn group annuities by the New York
Attorney General’s Ofﬁce and the Connecticuit Attomey General s Office, -

. Dunng 2005, the Company recorded an af‘ter tax expense of $46 related to the termmatlon of a provrsnon of an agreement
wrth a mutiial fund disiribution partner of the Company s retail mutual ﬁmds

r

e Part!ally offsctting the increasc in Life’s net income was a $63, after-tax, charge related to the DAC unlock.. See the Critical

Accounting Estimates section of the MD&A for further information on the DAC unlock.

-

A decrease in net mchtment income of §1. 7 billion, dnven pnmanly by a $2.0 billion decrease in fiét investment income on the
Company’s equity sccurmes held for tradmg The underlymg furid performance of asscts suppomng the Company 5 Japanese
variable annuity businéss was not as strong in 2006 as compared to 2005 Ttesulting in‘a’decrease in net investment income from
equity securities, held for trading. The increase in net investment income on securities available-for-sale and other of $307 was
primarily due to income camed on higher average invested assets base, increase in interest rates and a change in asset mix to a
greater investment in mortgage loans and limited partnerships. ‘ o " ’ ‘

Net realized capltal losses occurred in 2006 as compared to gains in 2005, pnmarlly as'a result of a higher intetest, rafe
environment. The components that drove the increase in net losses during the year ended December 31, 2006 included net losses

- on sales of f'xed maturity securmes and other-than- lcmporary impairments. . . - St 0 L '

.‘ L PR T, . -

P »
Fee income mcreased $727 as a result of mcreascs m thc Llfe operatlon s Retail’ and lntematlonal segrnents The increase in fee
income océurred primarily. as the result of g g,rowth n average account values, |

Earned premium increased $664 as a result of $387 from Life operations and $277 from Property & Casualty operatlons ‘The
increase ‘in Life earned premiums-was primarily related to Group Benefits where: the increase was driven by year-to-date sales

«(excluding buyouts) growth, particularly-in group. lifc insurance. Contributingto the growth in-Property & Casualty earned

premium was a $73 reduction of earncd premium in- 2005 due to catastrophe treaty reinstatement premium payable to reinsurers as
a result of losses from the 2005 hurricanes, Apart from the effect of the reinstatement premium:in 2005, the growith was primarily
driven by new business premium Ouitpacing non-renéwals over the last six months of 2005 and the full year of 2006 and the effect
of earned pricing increases in homeowners, partially offset by an increase in reinsurance costs. Growth.in Business Insurance and
Personal Lines earned prcmlum was partlally offset by a decrease in Specra]ly Commerc:al eamed premlum

c1n . : . ¢

Year ended December 31, 2005 compared to the year ended December 31, 2004 R heo ol e

Net mcome mcrca%ed $159 pr1manly due. to the followmg ,' U R -

ot v . 1] . LN . . M

An increase in Property & Casualty net income of $326, driven primarily by improved underwrnmg results in the Personal Lines
and Other Operations segments, increased net investment income, and a reduction in other expenses; partially offset by a decrease
in net realized capital gains. The improved underwriting results in Personal Lines was driven primarily by a reduction in current
year catastrophe losses, a reduction in net unfavorable prior accident year loss reserve ‘development and eamed premium growth.
The improvement in underwriting results for Other Operations was primarily due to a reduction in net unfavorable prior.accident
year loss reserve development. The increase in net investment income was primarily due to higher assets under management
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resulting from increased cash flows from underwriting, ht;,her investment yields on fixed maturity investments and an mcrease n
income from limited partnership investments.

®  An increase in net income for Retail of $119, prmmpally driven by higher fee'income from growth in thc vanab]e annuity and
mutual fund businesses as a result of higher assets under management as compared to the prior year periods.

®  Anircrease in net income for International of $57, principally driven by higher fee income and investment sprcad in Jdpan derived
from a 78% increase in the assets under management.

®  Anincrease in net income for the Group Benefits segment of $43 driven pnmanly by higher eamed premiums and net investment
income as well as a favorable loss ratio.

Partially offsetting these increases were:

o

A $216 tax benefit recorded in 2004 to reflect the effect of the IRS audit settlement on tax years prior to 2004, l

A charge of $102, after-tax, recorded in 2005 in Life to reserve for investigations related to market timing by the SEC and New
York Attorney General’s Office, directed brokerage by the SEC and single premium group annultles by the New York Attorney
General’s Off ice and the Connecticut Attorney General’s Office.

® . An after-tax expense of $46 recorded in Life during 2005, related to the termination of a prowsmn of an af,reement with a mutual
fund dlstnbutlon partner of the Company's retail mutual funds. -

Total revenues increased $4.4 billion primarily due to the followmg: - , ‘ o

e  An increase of $3.3 billion in net investment income, driven pnmanly by a $3.0 billion increase in net investment income on the
Company’s equity securities, held for trading. Also contributing to'the i increase was a higher average invested asset base.

®  An increase of $793 in eamcd prcm:ums. Eamed premium growth of $486 in Business Insurance was primarily dnven by new
business premium growth outpacing non-renewals in the prior 12 months, Earned premium growth of $165 in Personal Lines was
primarily driven by new business growth outpacmg non-renewals in auto, and the effect of earned pricing increases-in homeowners.
Earned premiums and other increased $158 in'Group Bcncf‘ ts prlmarlly due to increased sa]es pamcularly in group disability, and
continued-strong persistency.

®  Anincrease of $541 in fee income prlmarlly driven by increased individual annuity assets under manag,ement in the United States
and Japan. .

¢

Partially offsetting these increases was a decrease of $274 in net realized capital gains primarily due to lower net gains on the sale of
fixed maturity securities, losses associated with GMWB derivatives, Japanese fixed annuity contract hedges and periodic net coupon
settlements. Thcse losses were offsét in part by changes i in the value of non-qualifying foreign currency swaps. :

Net Realized Capital Gains and Losses

See “Investment Results™ in the Investments section.
lncame Taxes

The effectwe tax rate for 2006, 2005 and 2004 was 24%, 24% and 15%, respectively. * The principal causes of the difference between
the effective rate and the U.S. statutory rate of 35% for 2006 and 2005 were tax-exempt interest carned on invested assets and the
separate account dividends received deduction (“DRD™). For 2004, the principal causes were tax exempt interest earned on invested
assets, the separate account DRD and the tax benefit associated with the settlement of the 1998-2001 IRS audit. Income taxes paid in
2006, 2005 and 2004 were $179, $447 ‘and $32, respectively. ‘For additional mformatlon see Note l3 of Notes to Consolidated

Financial Statements
¥

The separate account DRD is-estimated for the current year vusing information from the. prior year-end, adjusted for current year equity
market performance. The estimated DRD is generally updated in the third quarter for the provision-to-filed-return adjustments, and in
the fourth quarter based on current year ultimate mutual fund distributions and fee income from the Company's variable insurance
products. The actual current year DRI} can vary from the estimates based,on, but not limited to, changes in eligible dividends received
by the mutual funds, amounts of distributions from these mutual funds, the wiilization of capital. loss carry forwards at the mutual fund
level and appropriate levels of taxable income.

" The Company receives a foreign tax credit (“FTC“) agéinét its U.S. tax liability for foreign taxes paid by the Company .including

payments from its separate account assets. The separate account FTC:is estimated for the current year using information from the most.
recent filed return, adjusted for the change in the allocation of separate account investments to the international equity markets during
the current year. The actual current year FTC can vary from the estimates due to the actual FTC’s passed through by the mutual funds.

v

. . A . . . . [ .
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Earnings Per Common Share - ¢ . ' '

.

The follo'wing table re;;rcscms ecarnings per qofﬁmon share data for the past three years:

. X , 2006 2005 2004
Basic eamings per share o : $ 8.89 § 763 $ 724
Diluted eamings per share ' $ 8.69 $§ 744 5 712
Weighted average common shares outstanding (basic) 308.8 298.0 2923
Weighted average common shares outstanding and
dilutive potential common shares (diluted) . L .- 3159 305.6 . 297.0
Outlooks ) _ . . '

The Hartford prov1dcs projections and other forward-looking information in the “Outlook™ sections within MD&A. The “Outlook™
sections contain many forward looking statements, particularly relating to the Company’s future financial performance These
forward-looking statements are estimates based on information currently available to the Company, are made pursuant to the safe
harbor provisions of the Private Securities Litigation Reform Act of 1995 and are subject to the precautionary statements set forth in the
introduction to MD&A above. Actual results’ are likely to differ materially from those forccast by the Company, depending on the

outcome of various factors, including, but not limited to, those set forth in cach “Outlook™ section and in ltem 1A ‘Risk Factors.

buﬂoak - . . co . . . ' IR
Life ] . ’ v .. . N N

To a large extent, the future proﬁtablllty of Life will depend on Life’s ability to increase asscls under mandgement across all businesses
and 'maintain its investment spread on general account products. Management belicves the market for retirement products continues to
expand as individuals increasingly save and plan for'retirement. Demographic trends suggest that as the “baby boom™ generation
matures, a significant portion of the United States population will allocate a greater percentage of their disposable incomes to saving for
their retirement years due to uncertainty surrounding the Social Security system and increases in average life expectancy.

+

Competition has increased substantially in the variable annuities market with most major variable annuity writers now offering llvmg
benefits such as GMWB riders. The highly competitive environment in this market and the success of these riders and any new product
will ultimately be based on customer acceptance. Future sales and revenues will be lar;,c]y dependent on the Company’s ability to
attract new customers and 10 retain contract holder’s account values in existing or new product offerings as they reach the end of the
surrender charge period of their contract. The Company’s strategy in 2007 revolves around introducing new products and continually
evaluating the porifolio of products currently offered. As a result, sales may be lower than the level of sales attained in 2006 when
considering the highly competitive environment, the -risk of disruption on new sales from product offering changes, customer
acceptance of new products and the effect on the distribution related to product offering changes.

In 2007, Life will begin sclling mutual fund based products in the 401(k) market that wilt increase,Life’s ability to grow assets under
management in the medium size 401(k) market, Life will also be selling mutual fund based products in the 403(b) market as it looks
to grow assets In a hi;,hly competitive environment. Disciplined expense management will continue to be a focus; however, as Life
looks to expand its reach in these markets additional investments 1n service and technology w111 occur.

The Instltutlonal Investment Products (“IIP”) markets ar¢ lnghly compemlvc from a pricing perspective, and a small number of cases
often account for a Mgmficant portion of deposits, therefore the Company may not be able to sustain the level of assets under
management growth attained in 2006 The Company’s success depends in part’on the level of credltcd interest rates and the
Company s credit rating, -

IIP has launched new products in 2006 to prowde solutions that deal spcc:f' cally with lon;_,evny nsk and will continue to introduce
products in 2007. Longevity risk is defined as the likelihood of an individual outliving their assets. 1IP is also designing innovative
solutions to corporation’s defined benefit liabilities. The focus of the PPLI business is variable PPLI products 1o fund non-quatified
benefits or other post employment benefit liabilities. The market served by PPLI is subject to extensive legal and regulatory review that
could have an adverse effect on its business. : :

Individual Life continues to focus on its core distribution model of sates through financial adv150rs while also pursuing growth
Opportunmcs through other distribution sources such as independent life professionals. Variable universal life sales and account values
remain sensitive to equity market levels and returns. Individual Life continues to face uncertainty surrounding estate tax legislation, a
high level of competition from other life insurance providers, reduced availability and higher price of reinsurance, and .the current
regulatory environment related to reserving for universal life products with no-lapse guarantces, which may negatively affect Individual
" Life’s future earnings. :

The increased scale of the group tifc and disability operations and the expanded distribution network for its products and services has
generated strong premium and sales growth in 2006. Management is committed to selling competitively pmed products that meet the
Company’s internal rate of return guidelines and sales may be negatlvely affected by the competitive prlcmg environment in the
marketplace. Although sales may fluctuate from year to year, the Company has experienced consistent premium growth over the past
few years which results from the combiriation of sales, renewal pricing and persistency.

1
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Despite the current market conditions, including rising medical costs, the changing regulatory environment -and cost-containment
pressure on employers, the Company continues to_leverage its strength in claim practices risk management, service and distribution,
enabling the Company to capitalize on market opportunities. Additionally, employees continue t& look to the workplace for a broader
and ever expanding array of insurance products. As employers design benefit strategies to attract and retain employees, while
attemptmg to control their benefit costs, management believes that the need for the Company’s products will continue to expand. This
combined with the significant number of employees who currently do not have coverage or adequate levels of coverage, creates
opportunities for our products and Services.

Management continues to be optimistic about growth potential of the retirement savings market in Japan. Several trends such as an
aging population, longer life expectancics and declining birth rate leading to a smaller number of younger workers to support each
retiree have resulted in greater need for an individual to plan and adequately fund retirement savings,

Competition has continued to mcrcasc in the Japanese market with the most, srgmficant competition the result of the strengthemng of
domestic competitors. This competition has resulted in changes in key distribution relationships that have negatrvely impacted current

-year deposits and could potentialty impact future deposrts The Company continues to focus its efforts on strengthening our distribution

relationships. and i improving our wholesalmg and servrcmg efforts. In addition, the Company contmues to evaluate product designs that
meet customers’ needs while maintaining prudent risk management. In the first quarter 2007, the Company is launching a new variable
annuity product to complement its existing variable annuity product offerings. The success of ‘the Company’s enhanced product
offering will ultimately be based on cusiomer acceptance in an highly competitive environment,

The Company will adopt Statement of Position 05-1, “Accounting by Insurance Enterprises for Deferred Acquisition Cosis in
Connection with Modifications or Exchanges of Insurance Contracts”, (*SOP 05-17) on January 1, 2007. The Company expects the
cumulative effect upon adoptlon of SOP 05-1 to ‘be $50 to $65, aﬂer—tax which will be recorded as a reduction i in retained earnings.as
of January 1, 2007, In addltlon the Company expects an after-tax reductlon in net income, in 2007, of $15 to $25 assuming the level of
internal replacemcnt activity in 2007 is consistent with prior years. - .

Property & Cusualty

In 2007, management expects continued growth in written and eamed premrums in Busmess lnsurance and Persona] Lines and a retumn
to wrrtten premium L,rowth in Spccralty Commcrcra! ' ' "

“ o

Within Business Insurance, management expects written premium to grow 2% to 5% in 2007 comprised of 4% to 7% growth in small
commercial and no growth in middle market. Growth in'small commercial is expected to primarily come from an increase in agency

appointments, better segmented pricing .and improved product features. As competition among P&C insurers puts downward pressure

on prices-in Business Insurance, the Company' may non-renew some accounts’ or decide to write less new business. -

' L]

.The Personal Lines segment is cxpected to cielivcr written premium growth'of 4% to 7% in 2007, including growth from both AARP

and Agency. The Company expects personal auto written premium to increase 3% to 6% and homeowners’ wrilten premium to'
increase 7% to 10% as management expects that growth from Agency business will be largely driven by an increase in the number of
agency appointments and growth in AARP business will be largely driven an increase in marketing to AARP members ' :

Within Specialty Commercial, management expects wrilten premium growth of 3% to 6% in 2007, driven by increases in property,
casualty and professional Itabllrty, fidelity and surety. : . ‘ , .

3

Lines of business wrthm Business Insurance and Personal Lines experienced erther lower written pnce increases or a continuation of
written price declines in 2006. Despite the downward pressure on rates, the Company expects market pricing to remain largely rational
in 2007, although underwriting margins will likely lessen as loss costs outpace earned pricing increases. Management believes that
2006 represented the peak year of profitability in the underwriting cycle. Across Business Insurance and Personal Lines, management
expects that-loss costs will increase in 2007 as claim frequency is expected to be less favorable than in- 2006 and claim severity is
expected to‘increase. Due to the eamned pricing and loss cost trends, management expects that, in 2007, the current accident year loss
and loss adjustment expense ratio before catastrophes will increase in Business Insurance. While Personal Lines earned pricing and
loss cost trends are expected to-be less favorable in 2007, the current accident year loss and loss adjustment expense ratio before
catastrophes is expected to remain relatively unchanged as underwriting results will benefit from the sale of Omni, which generated an
underwriting loss of $52'in 2006. Within Specialty- Commercial, management expects that current accident year underwrrtmg results
before catastrophes in 2007 will be relauvely consistent with results in 2006

Current accident year catastrophe losses in 2006, at 1.9 percent of Ongomg Operations’ earmed premium, were lower than the long-term
historical average. While catastrophe losses vary significantly from year-to year and are unpredictable, managenient has assumed that
catastrophe losses in 2007 will be closer to 3.0% to 3.5% of carned premium. Despite a mild hurricane season and ‘a relatively low
level of catastrophe losses in 2006, the Company will continue to manage its exposure to catastrophe losses through the on,(,ornr,
assessment of its risk, disciplined underwriting ‘and the use of reinsurance and other'risk transfer alternatives, as appropr:ate As of
January 1, 2007, the Company's retention under its principal property cataétrophe reinsurance program was increased from $175 to
$250 per catastrophe event,-although under certain conditions, the Company’s loss retentron from a smgle eévent could be reduced to

$200 for a second or subscquent event. 'With the January v renewal the cost of the companys prmcrpal property catastrophc

reinsurance program increased by approximately 28%.
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The expense ratio is expected to increase slightly in 2007 since the 2006 expense ratio benefited from a $41 reduction in Florida
Citizens assessments. In addition, the expense ratio in 2007 will likely reflect an increase in spending for AARP marketmg initiatives
and investments in technology. As a result of less favorable or unfavorable earned pricing changes and increases in loss costs and
underwriting expenses, the Company expects an Ongoing Operations’ combined ratio before catastrophes and prior accident year
development of betweerni 87. 5 and 90.5 in 2007, compared to 88.0 in 2006. - Likewise, P&C operatmg cash flow is expected to be less
favorable than in 2006, although still very positive. Managemem expects a mid-single digit increase in net investment income in 2007,
driven by net underwriting cash inflows and a change in asset mix. Based upon current market- forward interest rate expectations and
an expectation. of moderating partnership income, management expects the after-tax mvestment yle]d for Property & Casualty to be
about 4.0% in 2007, consistent with an after-tax vicld of 4.1% in 2006.

The Other Operations segment will continue to manage the discontinued operations of the Company-as well as claims (and associated
reserves) related to asbestos, environmental and other exposures. The Company will continue to review various components of alt ‘of
its reserves on a regular basis.

LIFE

3

Executive Ov erview

*

Life provides retall and institutional mvestment products such as varlable and fi xed annuities, mutual funds PPL], and rctirement plan
services, individual life insurance and group benefit products, ‘such as group life and group disability insurance.

s

Retail offers individual vanable "and fixed market value ad)usted (“MVA”) annuitics, retail mutua] funds, 529 collcg,e savmgs ‘plans,

Canadian and offshoré investment products , '

Retirement Plans offers retirement plan products and services to corporations and municipalities under Section 401(k), 403(b) and 457'
plans. .

Institutional primarily offers institutional liability products, including stable value products and institutional annuilies (primarily
terminal funding cases), as well as variable Private Placement Life Insurance (“PPLI") owned by corporations and high net worth
individuals. Within stable value, Institutional has an investor note program that offers both institutional and retail investor notes.
Institutional and Retail notes are sold as funding agreement backed notes through trusts and may also be issued directly from the
Company to investors. Institutional also offers mutual funds to institutional investors. Furthermore, Institutional offers additional
individual products including structured settlements, consumer notes and smgle premium immediate annuities and longevity assurance.

Individual Life sells a variety of life insurance products, including variable umversal life, umversa] life, interest sensitive whole life and
term life. - - . ‘-

Group Benefits provides employers, associations, affinity groups and financial institutions with-group life, accident and disability
coverage, along with other products and services, including voluntary beneﬁts, group retiree health, and medjcal stop loss,

International, which has operations located in Japan, Brazil, Ireland and the United Kingdom, provides mvestments retlrement savings
and other insurance and savings products to-individuals and groups outside the United States and Canada.

Life charges direct operating expenscs to the appropriate segment and allocates the majority of indirect expenses to the segments based
on an intercompany expense arrangement. Intersegment revenues primarily occur between Life’s Other category and the operating
segments. These amounts primarily include interest income on allocated surplus, interest charges on excess separate account surplus,
the allocation of certain net realized capital gains and losses and the allocation of credit risk charges.

Life derives its revenues principally from: (a) fee income, including asset management fees, on separate account and mutual fund
asscts and mortality and expense fees, as well as cost of insurance charges; {b) net investment income on general account assets; (c)
fully insured premiums; and (d) certam other fees. Asset management fees and mortality and expense fees' are primarily generated
from separate account assets, which are deposited with Life through the sale of variable annuity and variable universal life products and
from mutual funds. Cost of insurance charges are assessed on the net amount at risk for investment-oriented life insurance products.

Premium revenues are derived prlmanly from the sale of group life, group disability and individual term insurancé products

Life’s expenses essentially consist of interest credited to policyholders on generdl account liabilities, insurance benefits provided,
amortization of deferred policy acquisition costs, expenses related to selling and servicing the various products.offered by the Company,
dividends to policyholders,.and other general business expenses.

o, .
Life’s profitability in its variable annuity, mutwal fund and, to a lesser extent variable universal life businesses, depends largely on the
amount of the contract holder account value or asscts under management on which it earns fees and the level of fees charged. Changes
in account value or asscts under management are driven by two main factors: net flows, which measure the success of the Company’s
asset gathering and retention efforts, and the market return of the funds, which is heavily influenced by the return realized in the equity
markets. Net flows are comprised of new sales and other deposits less surrenders, death benefits, policy charges and annuitizations of
investrment type contracts, such as: variable annuity contracts. In the mutual fund business, net flows are known as net sales. ‘Net sales
are comprised of new sales less redemptions by mutual fund customers. Life uses the average daily value of the S&P 500 Index as an
indicator for evaluating market rcturns of the underlying account portfolios in the United States. Relative profitability of variable
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products is highly correlated to the growth in account values or assets under management since these products generally earn fee
income on a daily basis, An:immediate -significant downturn in the financial markets could result ina charge against dcferred
acquisition costs, See the Critical Accounting Estimates sccuon of the MD&A for further 1niormat:on on DAC unlocks.
i § tE ]

The profitability of Life’s fixed annuities and other “spread-based" products depends ]argc]y. on its ability to e_arn tagéet spreads
between earned investment rates on its general account assets and interest credited to policyholders. Profitability is also influenced by
operating expense management including the benefits of ecconomies of scale in the administration of its United States variable annuity
businesses in particular. In addition, the size and persistency of gross profits from these busincsses is an important driver of eamings as
it affects the rate of amortization of deferred policy acquisition costs. . .

Life’s profitability in its individual life insurance and group benefits businesses depends largely on the size of its in force block, the
adequacy of product pricing and underwriting discipline, actual mortality and morbidity experience, and the efficiency of its claims and
expense management.

Performance Measures
Fee Income

Fee income is largely driven from amounts collected as a result of contractually defined percentages of asscts under management on
investment type contracts. These fees are generally collected on a daily basis from the contract holder’s account. For individual life
insurance products, fees are contractually defined percentages based on levels of instrance, age, premiums and dcpos’its collected and
contractholder account value. . Life insurance fees are generally coliectcd on a monthly basis. Therefore, the growth in assets under
management either through positive net flows or net sales and favorablé equity market performance, will havc a favorable impact on fee
income. Conversely, negative net flows or net sales and unfavorable equity market performancc will reduce fee income generated from

investment type contracts, . | . v
As of and for the vears ended December 31,

Product/Key Indicator Information : 2006 2005 . 2004

United States Individual Variable Annuities o - ! . :
Account value, beginning of pcnod ‘ . T % 105314 ¢ S 99617 "% 86,501
Net flows ' (3,150) ' (881) 5:471

* Change in market valiie and other ‘ ’ 12201 -- " 6578 7,645
Account value, ‘end of period - ' $ 114365 S 105314 S 99617

Retail. Mutual Funds VL - ) : . ‘ -
Assets under management, beginning ofperlod . £ 29,063 $ 25240 § 2030
Net sales . . 5,659 1,335 2,505
Change in market value and other - - ' " 3,814 - 2,488 . 2,434
Assets under management; end of period : 8 38,536 8 29063 $ 25240

_ Retirement Plans , . , . . . \ -

Account value, begmmng ofpcrlod ‘ . . $ 19317 8 16,493 . $ 13571
Net flows . : 2.545 1,618 . 1,636
Change in market value and other . . 1,713 - 12060 1,286
Account value, end of period - $  23575. ' § 19,317 - % 16,493

Individual Life Insurance - o ‘
Variable universal life account value, end of period " %5 6637 - % 5,902 - $ 5356
Total life insurance in-force 164,227 - 150,801 139,889

S&P 500 Index L N T o
Year end closing value . . o 1,418 © ° 1,248 . 1,212
Daily average value . ' ‘ 1,310 ' 1,208 _‘ 1,131

_Japan Annuities o : - ) ' )}
Account value, begmnmg of period , ' . $ 26,104 -8 14,631 3 6,220 ¥
Net flows 4,393 10,857 ~ 7,249
Change in market value and other | P w o Rd6: ‘ 616 . 1,162
Account value, end of period ) $ 231,343 $ 26104 . § ' 14,631

Year ended December 31, 2006 campared to year ended December 31, 2005

e The increase in U.S. vanable annuity account values can be atmbutcd to market growlh durm;, 2006.
o Net flows for the-U.S. variable annuity businegss. were negative and have worsened from prior year levels resulting from hlg,her
surrenders outpacing increased deposits. « - : :
e Mutual Fund net sales increased substantlally over thc pnor year as a result of focused wholesalmg efforts and favorable fund and
- gquity market performance. : . Lo SN
* . The increase in Rctlrcment Plans’ account values is due 1o posmve net fiows over the past year due to htgher deposns and market
-appreciation, - .
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e Individual Life variable universal life account value mcreased due primarily to premlums deposns and market appreciation. - Life
insurance inforce increased from December 31, 2005 due to business growth. -

e Japan annuity account values as of December 31, 2006 were higher as a result of posmve net flows and fund performance, offset
by the effects of currency translation. Japan net flows have decreased from the prior year due to increased competition.

»  Changes in market value were based on market conditions and investmcm management performance in 2006.

.

Year ended December 31, 2005 (,ampared to year ended December 31, 2004

The increase in U S. vanab]e annuity account values can be attnbuted 10 market growth durmg 2005.

¢ Net flows and net deposits for the U.S. variable annuity and retail mutuat fund businesses decreased in particular, as variable
annuity net flows and mutual fund net sales were negatively affected due to Iowcr sales levelq and hlgher surrenders due to
increased competition. C . .

Changes in market value were based on market condmons and investment management performance in 2005,
e Japan annuny account values and net flows grew as a result of strong deposns and s;gmf' cant markct growth in 2005, -

Net Investment lncome and Interest Credned ' ‘ . -

Certain investment type contracts such as fixed annuities and other spread-based contracts generate deposits that the Company collects
and invests to eam investment income. These investment type contracts use this investment income to credit the contract holder an
amount of interest specified in the respective contract; therefore, management evaluates performance of these products based on the
spread between net investment income and intcrest credited. Net investment income and interest credited can be volatile period over
period, which can have ‘a significant positive or negative cffect on the operatmg results of each segment. The volatile nature of net
investment income is driven primarily by prepayments on' securities and earnings on partnership investments. [n addition, insurance*
type contracts such as those sold by Group Benefits' (discussed below) collect and invest premiums to pay for losses sgecified in the
particular insurance contract and those sold by Institutional, collect and invest premiums for certain life contingent benefits. For these
insurance products’ the investment spread is reflected in net investment income and policyholder -benefits. “Finally, ‘the return of the .
funds underlying the Japan variable annuities is reported in net.investment income in Other- with an offsetting amount credited to those
contractholders in interest credited. The net investment income and interest credited from the Japan variable annuitics will be volatile
due to the volatile performance of the funds and, similar to returns on U.S. separate account asscls accrues to the benefit of the
policyholders, not the Company ¢ .

For the years ended December 31,

Net Investment Income . - 2006 2005 2004
Retail . ) 3 839 3 933 S 1,011
Retirement Plans . 326 311 306
Institutional ) ' 1,003 : 802 664
Individual Life - ™~ ' S ' 324 305 T 303 *
" Group Benefits o ' o © 415 o "398 : - 373
International ' A . C 123 ' 75 ‘ 11
Other 1,978 4,021 1,007
Total net investment income $ 5,008 $ 6,845 $ 3,675
Interest Credited on General Account Assets v ' oo
Retail .. ' - : g 640 08 717 T8 841
Retirement Plans © LR ! : -7t 208 .- P197 s 186
Institutional ' T ) ‘ 522 383 300
Individual Life * - C o w237 - 225 ' 216
International ’ S - _ 21 14 ()
Other . 1,925 4,135 939
Total interest credited on general account assets - $ 3,553 s % 5671 $ 2,481

Year ended December 31 ,, 2006 qr)nzpafed to year ended Deceniber 31, 2005
¥ s * -w

» "Net investment income and -interest credited on general account assets in Retail declined due to a-decline in general account assets
as a result of surrenders on market value adjusted (“MVA™) fixed annuity products at the end of the guarantce period. Also
contributing to the decline in general account assets were transfers within variable annuity products from the general account to
separate account funds. } S

¢ Net investment income and interest credited on general account assets in Institutional increased primarily due to an increasc in
general account assets as a result of sales in the Company’s funding agreement backed Investor Notes program.

e Net investment income and interest credited in Other decreased due to a decrease in the mark-to-market effects of trading account
securitics supporting the Japanese variable annuity business.
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& In addition to interest credited on general account assets, Institutional also had other contract benefits for limited payment contracts
" of $345 and $212 for the years ended December 31, 2006 and-2005, respectively. These amounts need to be deducted from net
investment income to understand the net interest spread on these businesses because these contracts are accounted for as traditional
insurance products. . : -

Year ended December 31, 2005 compared to yer:lr ended‘Decémbe}‘ 31, 2004 !

» Netinvestment income and interest credited in Other increased due to $3.8 billion increase in the mark-to-market effects of trading
account securities supporting the Japanesc variable annuity business. . T

e Net investment income and interest credited on general account assets in Retail declined due to lower assets under management
from surrenders on market value adjusted (“MVA™) fixed annuity products at the end of their guarantee period.

® Net investment income and interest credited on general account assets in Institutional increased as a result of the Company 5
funding agreement backed Investor Notes program, partially offset by surrenders in the PPLI business. , . - .

* In addition to interest credited on general account assets, Institutional also had other contract benefits for Ilmxted paymient contracts
of $292 and $279 for the years ended December 31, 2005 and 2004, respectively. These amounts need to be deducted from net
investment income to understand the net interest spread on these businesses because these contracts are accounted for as traditional
insurance products.

P . Y .o -, L

Premiums ) o . r ) ' ’

As discussed above, traditional ‘insurance type products, such as those sold by Group Benefits, collect premiums from policyholders in
exchange for financial protection for the policy holder from a specified insurable loss, such as death or disability. These premiums
together with net investment income earned from the overall investment strategy are used to.pay the contractual obligations under these
insurance contracts. Two.major factors, new sales and persistency, impact premium growth.  Sales can increase or decrease in a given
year based on a number of factors, including but not limited, to, customer demand for the Company’s praduct offerings, pricing
competition, distribution channels and the Company’s reputation and ratings.. A majority of sales correspond with the open enrollment

periods of employers” benefits, typically January -1- or July 1. Pers1stency is the percentage of insurance policies, remaining in force

from year to year as measured by premiums, ST v )

N s , , F or the'years ended December 31,
Group Benefits : 2006 2005 2004
Total premiums and other considerations - ) b 4,150 $ 3,810 $ 3,652
Fully insured ongoing sales (excludmg buyouts) ’ ' 86l 779 632
Persistency [1] 87% - 87% : " B5%

[1] The persistency rate represents group life and disability business sold to employer groups, which accounts Jor, on average, 72% to 75% of in-
Sforce premiums. .

* Earned premiums and other considerations inc]ude $12, $27 and $4 in buyout premiums for the years ended December 31 , 2006,
2005 and 2004 respectively. The increase in premlums and other considerations for Group Benefits in 2006 compared to 2005 was
driven by sales growth of 11%. The increase in premiums and other considerations for Group Benefits in 2005 compared to 2004
was driven by sales growth of 23%.

Expenses - T " .

There are three major categories for expenses, The first major category of expenses is benefits and losses. These include the costs of
mortality and morbidity, particularly in the group benefits business, and mortality in.the individual life businesses, as well as other
contractholder benefits to policyholders. In addition, traditional ifisurance type products generally use a loss ratio which is expressed as
the amount of benefits incurred during a particular period divided by total premiums and other considerations, as a key indicator of
underwriting performance. Since Group Benefits occasionally buys a block of claims for a stated premium amount,. the:Company
_excludes this buyout from the loss ratio used for evaluating the underwriting results of the business as buyouts may distort the loss
ratio, . ;

The second major category is insurance operating costs and expenses, which'is comn'mnly cxi)res'sed in a ratio of a revenue measure
depending on the type of business. The third category is the amortization of deferred pollcy acquisition costs and the present value of,
future profits, which is typically expressed as a percentage of pre -tax income before the cost of this amortization. The individual
annuity business within Retail accounts for the majority of the amortlzatlon of deferred policy acquisition costs and present value of
future proﬁts for Life. - - :

o et s Lt
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For the years ended December 31,

Retail ' ’ ’ . 2006 2005 ° 2004
General insurance expense ratio (individual annuity) 17.2 bps 17.9 bps 183 bps
DAC amortization ratio (individual annulty) ' 58.1% 49.6% t50.9% -
Insurance expenses, net of deferrals : 5 995 $ 869 3 - 687
Individual Life =~ . ‘ -

! Death benefits Cor $ 251 $ 241 $ 245

| Insurance expenses, net of deferrals 3 179 by 167 - $ 164
Group Benefits R ' L
Total benefits and losses : - $ 3,002 $ 2,794 8§ ¢ 2,703
Loss ratio (excluding buyout premiums) ©72.3% 73.1% ' CT 14.0%
Insurance expenses, net of deferrals b 1,102 - 3 1,022 - § 989
Expense ratio (excluding buyout premiums) . 27.6% 27.8% ° 27.7%
International - Japan . _ o I o '

- General insurance expense ratio . 49.1 bps 68.6bps 92'1 bps'*"

DAC amortization ratio - 290% - -1 A1d% - - 56.6%
Insurance expenses, net of deferrals . $ 159 ° 3 l48 %o 0 83

e Individual annuity’s rassel growth in- 2006 and 2005 decreased individual annutty ] expense ratto to a level fower than prior
' years. . : '

e The ratio of individual annuity DAC amortization increased due to the DAC unlock in 2006 Excludmg the DAC -unlock, the
ratio was 50.8%, slightly htgher thari 2005 and consistent with 2004.

e Individual Life death benefits increased 4% in 2006 primarily due'to a latger insurance inforce. Individual Life Insurance
expenses net of deferrals increased 7% for 2006 consistent with the growth of life;insurance inforce. Death benefits decreased
in 2005 as compared to 2004 due to favorable mortallty in 2005.

e _ The Group Benefits loss ratio, excluding buyouts, for 2006 decreased due to favorable mortality experience, partially offsct by
unfavorable morbidity expenence Loss ratios experience volatility in penod over penod comparisons due to ﬂuetuauons in
mortality and morbidity experience. .

¢ The Group Benefits loss ratio, excluding buyouts, for 2005, decreased due to favorable mortality and morbidity experience, as
compared to 2004. ‘ , . . -

L Intematlonal s expense “ratio continued, -to declme in 2006 as Japan further. leveraged the exrstm;, mfrastructure as il. atlains

, economies of scale. .

e The International DAC amortization ratio decreased due to the DAC unloek in 2006 . Excluding thc DAC unlock the ratio was

down slightly to 38.8%. . - Y ‘ P
Profi tabiﬁ:y ' - .
Management evaluates the rates of return various businesses can provide as an input'in detérmining where additional capital should be
invested to-increase net 1ncome and shareholder returns. Specifically, because of the importance of its individual annuity products, the
Conmipany uses the return on assets for the individual annuity busmess for evaluatmg proﬁtabtltty In Group-Benefits, after tax margin

is a key indicator of overal[ profitability. ! o : e ‘

Ratios . ’ L 2006 2005 2004 -
Retail

Individual annuity retum on assets (“ROA")

47.6 bps 54.6bps  44.8 bps

Group Benefits . . o ] R )
After-tax margin (exeludmg buyouts) N ' . ‘ ) 7.3% 7.2% 6.3%
“International — Japan i,", i ) o ' o

International return on assets (“ROA™) ~ v ' ' " 93.0 bps” 59.2bps ' 34.5 bps

s Individual annuity’s ROA decreased primarily due to the DAC unlock in 2006. Excluding the DAC unlock, ROA was 53.6 bps in
2006. Contributing to the decline was an increase in trail commissions. Individual annuity’s ROA increased for 2005, compared to:
the prior year. In parttcu]ar variable annuity fees and fixed annuity general account spreads each increased for 2005 compared to
the prior year. The increase in the ROA can be attributed to the increase in actount values and resulting increased fees including

- GMWB rider fees without a correspondmg increase in expenses, while the increase in fixed annuity genéral account spread resulted
from fixed annuity contracts that were repr1ced upon the contract reaching maturity. Also, contributing to a higher ROA in 2005 15

- an increase in the separate account dividends received deduction (“DRD™) tax benefit compared to 2004, R g
e The improvement in the Group Benefits after-tax margin for 2006 was primarily, due to an improvement in the loss and expense
" ratios partially offset by a lower net investment income rate and higher income tax expense. The improvement in the Group Benefits’
after tax- margin for 2005 as compared to' 2004-was primarily due to the favorable loss ratios'and higher net investment income. )

‘s International’s ROA increased significantly in-2006 primarily -due to the- DAC unlock ‘and the« leveraging of its existing
infrastructure through disciplined expense management. Excluding the DAC unlock, ROA was 74 bps in 2006.
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Life Operating Summary 2006 2005 2004
Earned premiums $ 4,590 $ 4,203 3 4,072
Fee income 4,726 . 4,000 3,464
Net investment income , ‘
Securities available-for-sale and other 3,184 2,998 2,876
_.Equity securities held for trading [1] _ 1,824 3,847 . 799
Total net investment income 5,008 6,845 3,675
Other revenues — — —
Net realized capital gains (losses) (260) (25) . 64
___Total revenues 14,064 15,023 11,375
Benefi ts, losses and loss ad_]umment expenses [1] 8,040 9.809 6,630
Amortization of deferred policy acquisition costs and : -
present value of future profits 1,452 1172 . 993
Insurance operating costs and other expenses 2,708 2,522 2,145
Total benefits, losses and expenses 12,200 13,503 9,768
Income before income taxes and cumulative effect - . .
of accounting-change | 1,864 1,520 1,607
Income tax expense : 423 316 202
“Income before cumulative effect of accounting change 1,441 . v 1,204 1,405
Cumulative effect of accounting change, net of tax [2] — — {23)

Net income | . ' . . 8 1,441 % 0 1,204 - 8- 1,382

[1] Includes investment income and mark-to-market effects of eqmcy securities held for trading supporting the international variable annwity business,
which are classified in net investment income with co recpondmg amounts credited o, pol:cvlmiders within benefits, losses and loss adjustment
expenses. -

[2] For'the year ended December 31, 2004, repre\ems‘ the cmmr,’arne rmpac! uf the Campany s adopn'mn of SOP 03-1.

Yeur ended December 31, 2006 compared.to the year ended December 31, 2005

.

The change in Life’s net income was due to the following:

¢ Net income increased primarily due to growth in-assets under management resulting from market growth and sales, along with
higher earned premiums in Group Benefits. The increase in net investment income was primarity due to income eamed ‘on higher
average invested assets base, an inérease in interest rates and a change in asset mix {e.g. greater investment in mortgage loans and
limited parmerships). The increase in average invested assets base, as compared to the prior year, was primarily due to positive
operating cash flows, investment contract sales such as.retail and institutional notes, and universal life-type product sales.”

e Net realized capital losses were larger in the year ended December 31, 2006 compared to 2005 primarily due to rising interest rates.
Compenents of the increased realized losses included increased other than temporary impairments (see the Other-Than-Temporary
linpairments discussion within Investment Results for more information on the increase in ;mpalrmcnts), losses on non-qualifying
derivatives and nei losses on sales of investments. . ca . :

» During 2006, the Company achicved favorable settlements in several cases brought against the Company by pohcyholders regarding
their purchase of broad-based leveraged corporate owned life insurance ("leveraged COLI") policies in the earlyto mid-1990s. The
Company ceased offering this product in 1996. Based on the favorable outcome of these cases, together with the Company's current
assessment of the few remaining lcvcragcd COLI cases, the Company reduced its estimate of the ultimate cost of these cases during
2006. This reserve reduction, recorded in insurance operating costs and other expenses, resulted in an after-tax benefit of $34.

e During 2005, the Company recorded an aficr-tax cxpense of $46, related to the termmdtlon of a prov151on of an agreement with a
mutual fund dlsmbullon partner of the Company’s retail mutual funds. .

e Lifc recorded an after-tax charge of $102 in 2005 to establish reserves for regulatory matters for investigations related to market
timing by the SEC and New York Attorney General’s Office, directed brokerage by the SEC, and single premium group annumcs
by the Ncw York Attorney General’s Office and the Connecticut Attorney General's Office.

Year ended December 31, 2005 compared to the year ended December 31, 2004
The change in Life’s:net income was due to the foltowing: -

e Lift recorded an after-tax charge of $102 in 2005 to establish reserves for regulatory matters for investigations related to market
timing by the SEC and New York Attorney Genceral’s Office, dirccted brokerage by the SEC, and single premium group annuitics
by the New York Attorney General’s Office and the Connecticut Attorney General’s Off’cc ,

¢ Life recorded an afier-tax expense of $46 in 2005, which related to the termination of a provision of an agrcemcnt with a mutual
tfund distribution partner. e s )

e The effective tax rate was 21% for Llfc opcrallons for the currcnt year as comparcd to-an effective tax raic of 13% for Life
operations for the respective prior' year period. The 2005 higher cffective tax rate was attributed to the absence of the 2004 tax

“benetit of 5190 offset by an increase in the DRD tax benefit of $50,

* - : +
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Partially offsetting the decreases to earnings discussed above was: - T

e Net income increased due to growth in assets under managernent resu]ung from sales as wcll as h:gher premmm and favorable loss
. ratios'in Group Benefits. ' . S teon
' ‘Net investment income increased for aII Life scgriients during 2005 drwcn by a higher asset basé and increased parinership i income,
as compared to the prior year.
Imome Taxes ' ' o,
The effect:ve tax rate for 2006, 2005-and 2004 was 23%, 21% and* l3%, respectlvely' Thc principal causes of the dlf‘ference betwcen
the effective rate and the U:S. statutory rate of 35%’ for 2006 and 2005 were tax-exempt interest earned on invested assets and the
separate account dividends received deduction {(“DRD”).: For 2004, the principal causes were tax exempt interest earncd on invested
assets, the separate account DRD and the tax benefit associated with the settlement of thc 1998-2001 IRS audit.* For additional

information, see Note 13 of Notes to Consolidated Financial Statements. . : _ . . T s

The scparate accoum DRD is estimated for the current year using information from the prior 'jear end adjusted for current year equity
market perf'ormance The estimated DRD is generally updated in the third quarter for the provision-to-filed-return ddjuslments and in
the fourth quarter based on current year ulumalc mutual fund distributions and fee income from the Company's variable insurance
producls The actua] current year DRD can vary from the estimates based on, but not limited to, changes in eligible dividends received
by the mutual funds, amounts of dlStl‘!bLlT.lOl'lS from these mutual funds the unl]zatlon of capital loss carry forwards at the mutual fund
level and appropriate levels of taxable income, o . o

¢ Y r TN

The Company receives a foreign tax credit '(“FTC”) againit-its u.S. tax liability: for foreign taxes paid by the Company inéiudiﬁg'

payments from its separate account assets, The separate account FTC is estimated forthe current year using information from the most
recent filed return, adjusted for the change in the allocation-of separate account investments to the international equity markets during
the current year. The actial current year FTC can vary from the estimates due to the-actual FTC'’s passed through by the mutual funds.
A descnpuon of each segmem as weH as an dnalysm of the operating results summarlzed above is mcludcd on the followmg pag,es

i I G

(e — T
Operating Summary o . N e T 20060 - " . 2008 2004
Fee income and other - $ 2,697 $- 2325 § 2,019
Earned premiums - -7 s T 86) (52 - 5
Net investment income ) . 839 - . 933 . 1,011
Net realized capital gains Sl A —

, Toatal revenues - _ _ P . 3457 L L3215 - .3,035
Benefits, losses and loss adjustment expenses . . oL 819 - 895 . -1,074
Insurance operating costs and other expenses 995 , 1 .B69 687
Amortization of deferred policy acquisition costs ]

and present value of future profits  ° a : 930 - - 744 : 647
] - Total benefits, losses and expenses - oo T : e 2,744 2,508 - 2,408
Income before income taxes and cumulative effect S . : ' ' :
of accounting change’. ) o L AT13 707 ' 627
Income tax expense oo L > ) ‘85 105
Income before cumulative effect of accounting change 628 ° 622 - " - 822
Cumulative effect ofaccounlmg, change netoftax 1] ' N —_— e et (19)
Net income - o ' $ 628 ' § 622 § 503
Assets Under Management 2006 2005 ‘ 2004 °
Individual variable annuity account values v R TS 114365 $ 105314 S 99,617
Individual fixed annuity and other accoint valucs ' : h . ' 9,937 10,222 " 11,384
Other retail products account values = - ) ’ - oo 525 336 182
Total account values [2] N ' T 124827 T 115872 111,183°
Retail mutual fund assets under management ~ | v “ 38,536 29,0630 25,240
Qther mutial fund assets under management ) S 14890 1,004 oAl
Total mutual fund assets under managemem 40,025 | ; 30,067 25,881
Total assets under management ' L % 164,852 ., $ 145939 $ 137,064

[ 1] Represents the cumulative impact of the Company s adoption of SOP 03- I
[2] Includes policyholders' balaices for investment contracts and reserve for future policy benefits for insurance contracts. -

Retail focuses on the savings and retirement needs of the growing number of -individuals who are preparing for. retirement, or- have
already | renred through the sale of individual varjable and fixed annuitics, mutual funds and olher mvestmem products. Life is both a’
leading writer of individual variable annuities and a top scller of individual variable annumcs through banks in the United States.




Year ended December 31, 2006 compared to the year ended December 31 2005 : ‘

Net income in the Retail segment for the year ended December 31, 2006 increased primarily due to improved fee income pama]ly
offsct by higher amortization of DAC resulting from the DAC unlock during the fourth quarter of 2006: - Higher fee income was driven
by higher assets undcr management resulting pnman]y from market growth. A more expanded dlscussmn of earnings can be found

+ below:

» The increase in fec income in the variable annuity business for the year ended December 31, 2006 was mainly a result of growth in
average account values. The year-over-year increase in average account values of 7% or $7.4 billion can be attributed to market
appreciation of $12.2 billion during 2006. Variabie annuities had net outflows of $3.2 billion for the year ended. December 31,
2006 compared to net outflows of $881 for.the year ended December 31, 2005. Net outflows from additional surrender activity
were due to.increased deposits competition, partlcularly from competitors offering vanable annuity products with guaranteed
living benefits. .. ) )

" Mutual fund fee income increased 26% for the. year ended December 31; 2006 due to increased assets under management driven by
market appreciation of $3.9 billion and net deposits of $5.7 billion during the year. This increase was primarily attributable to
focused wholesaling cfforts. -

e Despite stable general account investment spread dunng ‘the ycar net mvestment income has sleadlly declined for the year ended
December 31, 2006 duc to variable annuity transfers from the fixed account to the separate account combined ‘with surrenders in
the fixed MVA contracts. Despite these outflows, a more favorable mterest rate environment during 2006 has resulted.in increased
deposits and a lower surrender rate duc to fewer contracts up for renewal for the year ended December 31, 2006 resulting in a

. decrease in net outflows of $1.3 billion compared to the prior year.

¢ Benefits, losses and loss adjustment expenscs have decreased for the, year ended December 31, 2006 due to a decline in interest
credited as a result of fixed annuity outflows which decreased fixed annuity account values.

e Insurance operating costs and other expenses increased for the year ended December 31; 2006 pnmanly due to an increase in

- mutual fund commissions due to significant growth in deposits., In addition, variable annuity asset based commissions increased
duc to 9% growth in assets under management, as well as an increase in the number of contracts reaching anniversaries when trail
commission payments begin, During 20085, the Company recorded an after-tax cxpense of $46, for the termination of a prowsmn
of an agreement with a distribution partner of the Company’s retail mutual funds.

e Higher amortization of DAC resulted from the DAC unlock during the fourth quarter of 2006. The earnings lmpact of Lhe DAC
unlock was an increase to amortization of 372 after-tax. (For further discussion, see DAC Unlock Analysis in the Critical
Accounting Estimatcs section of the MD&A). '

e The cffective tax rate remained steady for the year ended December 31, 2006 compared to the prior year.

-

Year ended December 31, 2005 compared ".} the year ended December 31, .2004 . I

4

Net income in Retail increased for the year ended December 31, 2005 primarily duc to improved fee income driven by higher assets
under management. Assets under management increased primarily as a result of market growth.” A.more expanded discussion of -
earnings growth can be found below:

¢  The increase in fec income in the variable annuity business for the year ended December 31, 2005 was mainly, a result of growth in
average account values, The year-over-year increase in average account values of 10% can be attributed to market appreciation of
$6.6 billion during 2005. Variable annuities had net outflows of $881 for the year ended-December 31, 2005 compared to net
inflows of $5.5 billion for the year ended December 31, 2004, The net outflows in 2005 were due to increased surrender activity
and increased competition for deposnts particularly from competitors that offered guaranteed living benefits riders with their
variable annuity products. :

s Mutual fund fee income increased for the ycar ended December 31, 2005 due to mcreased assets under management driven by
market appreciation of $2.6 billion and net deposits of $1.3 billion. Despite the increase in assets under management, the amount
of net deposits has declined- for the year ended December 31, 2005 compared to the prior year. This decrease is attributed to
markct competition and higher redemption amounts.

¢ The fixed annuily business contributed $66 of higher investment spread income in 2005 compared 1o 20[)4 excludmg the
cumulative effects of accounting change, due to improved investment spreads from the MVA products.

»  Benefits and losses and loss adjustment expenses have decreased for the year ended December 31, 2005 due to an increase in
reserves in 2004 related to the acquisition of a block of acquired business from London Pacific Life and Annuity Company in
liquidation. The increase'in reserves of $62 was offset by an cquivalent increasc in carned premium. Also contributing to the
decrease in benefits expense is a decrease in interest credited as older fixed annuny MVA business with higher credited rates
matures and either lapses or renews at lower credited rates.

s The effective tax rate dccreased for the year ended Decembcr 31, 2005 compared to the prior year end due 10 an mcrcasc in the
DRD benefit as a perccnlage of pre-tax income.

Partially offsctting these positive earnings drivers were the following items: ‘ '

» Throughout Retail, insurance operating costs and other expenses increased for the year ended December 31, 2005 compared to the
prior year. General insurance expenses increased due to increased costs refated to technology services as well as sales and
marketing. In addition, the Company recorded an after-tax expense of $46, for the termination of a prov1sn0n of an ageement with

a mutwal fund distribution partner.
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e  There was higher amortization of DAC, which resulted frorn higher gross profits due to the positive earnings drlvers as discussed
above.

Outlook '

Management believes the market for retirement products continues to expand as individuals increasingly save and plan for refirement.
Demographic trends suggest that as the “baby boom” generation matures, a significant portion of the United States population will
allocate a greater percentage of their disposable incoimes to saving for their retirement years due to uncertainty surrounding the Social
Security system and increases in average life expectancy. Competition has increased substantially in the variable annuities market with
most major variable annuity writers now offering living benefits such-as GMWB riders. The Company’s strategyin 2007 revolves
around introducing new products and continually evaluating the portfolio of products currently offered: As a result, deposits may be
lower than the level of deposits attained in 2006 due to the increasingly competitive environment, the risk of disruption on new deposits
from product offcrlng changes, customer acceptance of new products and the cffect on the distribution related to product offering
changes. . ‘ : S

Individual annuity deposits of $13.1 billion in 2006 increased 14% compared to prior year levels of $11.5 billion. Signiﬁcantly
comnbutmg to the Company’s variable annuity deposits since August of 2002 are GMWB riders. The highly competitive environment
in this market and the success of these riders and new product development will ultimately be based on customer acceptance. Future
deposits and revenues will be largely dependent on the Company’s ability to attract new customers and to retain contract holder’s
account values in existing or new product offerings as they reach the end of the surrender charge period of their contracts.

-

The growth and profitability of the individual annuity and mutual fund businesses is dependent to a large degree on the performance of
the equity markets. In periods of favorable equity market performance, Life may experience stronger deposits and higher nct flows,
which will increase assets under management and thus increase fee income earned on those assets. In addition, higher equity market
levels will generally reduce certain costs to Life of individual annuities, such as guaranteed minimum death benefit (*GMDB”) and
GMWB benefits. Conversely, weak equity markets may dampen deposits activity and increase surrender activity causing declines in
assets under management and lower feé income. Such declines in the equity markets will also increase the cost to Retail of GMDB and
GMWB benefits associated with individual annuities. Life attempts to mitigate some of the volatility-associated with the GMDB and
GMWB benefits using reinsurance or other risk management strategies, such as hedging. Future net income for Life will be affected by
the effectiveness of the risk management strategics Life has implemented to mitigate the net income volatility associated with the
GMDB and GMWB benefits of variable annuity contracts. For spread-based products sold in the Life segment, the' future growth will
depend on the ability to earn targeted returns on new business given competition, retention of account values in the fixed annmty
business when the contract holder’s rate guarantee expires and the future interest ratc.cnvironment. - :

Management’s current full year projections for 2007 are as follows:

Variable annuity deposits of $12.0 billion to $13.0 billion

L ]

s  Fixed annuity deposits of $500 to $1.0 billion' ) _ . .

¢ Retail mutual fund deposits of $10.5 billion to $12.5 billion ' i

s  Variable annuity outflows of $3.0 billion to $4.0 billion

s .Fixed annuity outflows of $500 to $1.0 billion '

e Retail mutual fund net sales of $4.5 billion to $5.5 billion . : , C
e Individual annuity return on assets of 55 to 57 basis points -~~~ : .

¢ . Other retail return on assets of 13 to 15 basis points . ' . o

.
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RETIREMENT PLANS:- ' ! 0 ' - T

- Operating Summary ‘ 2006 2003 2004
Fee income and other. 3 192 $ 152§ 121
Earned premiums CL y e e . 19 10 10.
Net investment income - @, - . Co e .t 326 311 . 306.
Net realized capital gains (losscs) L. L X , 1 : 3. ., - (3)

Total revenues C L e . 538 470 © ., 434
Benefits, losses and loss adjustmenl expenses =~ Lt . : C e . 250~ 231 - 220 -
Insurance operating costs and other expenses K - ’ o 135 . . 113 96
Amortization of deferred policy acquisition costs , s ' L 1 26 - .2

" Total benefits, losses and expenses T . . .+ 386 : 372 345

Income befere income taxes and cumulative effect of account change 152 98 89
Income tax expense ) 43 23 22

Income before cumulative effect of accounting change . ‘ 109 . 75 67
Cumulauve effect of accouriting change, nel of tax [l] o ' 5 — — (])

"~ Neti mcome , < R S [ 75 S 66
Assets Under Management I - T T 2006 " 2005 " 2004
Governmental account values . o A a0 g 3 11540 3 10475 & 9962
401(k) account values - Y - o 12,035 . 8842 6,531 .

Total account values [2] . : s : . . 23,575 19317 . . 16,493
Government mutual fund assets under management [3] - . — . 163 . 756
401(k) mutual fund assets under management . ‘ o -~ 1,140 <o 947 . 755 ¢
*. - Total mutual fund assets under management " . ' ‘ 1,140 1,110 - ... 1,511

Total assets under management : - o8 24715 8 20,427 $. 18,004
[1] Represents the cumulative impact of the Company s adoption of SOP 03-1. - - R CL .

(2] Includes poficyholder balances for investment contracts and reserves for fiture policy benefits for i insurance contracts. :
3] Government Mutual Fi und asgets dedmed 1o zero a'ue to a large case’surrender m 2005 and the remammg business. bemg !ransﬁrred fo the

Institutional cegmem . -
' 1 - . 1, be

The Retirement Plans segment primarily-offers customized wealth creation and financial protection for corporate and government
employers through its two business units, Government and 401(k).

[N -
Year ended December 31, 2006 compared to the year ended December 31, 2005

Net incomc in the Retirement scgment for the year ended December 31, 2006 increased primarily due to'i;'nproved fee income
combined with lower amortization of DAC resulting from the DAC unlock during the fourth quarter of 2006. ngher fee income was
driven by higher assets under.management resulting primarily from net flows and market growth A more expanded discussion of
" earnings can be found below:

e Fee income for 401 (k) increased 34%, or $37 for the year ended December 31, 2006 compared to the prior year due to the growth in
average account values. This growth is primarily driven by positive net flows of $2.0.billion during the year resulting from strong
deposits. Total 401(k) deposits and net flows increased by 22% and 16%, respectively, over the prior year. The increase in average
account values can also be attributed to market appreciation of $1.1 billion during the year.

» General account spread remained stable for the year ended December 31, 2006 compared to the prior year. Overall, net investment
income and the associated interest credited within benefits, losses and loss adjustment expenses each increased as a result of the
growth in general account assets under management. Additionally, benefits, losses and loss adjustment expenses increased for the
year ended December 31, 2006 compared to the prior year due io a large case annuitization in the 401(k) business which also
resulted in a correspondmg increase in carned premiums of $12.

* Insurancc opcrating costs and other cxpenses increased for the year ended December 31, 2006 primarily driven by the 401(k)
business. The additional costs can be attributed to greater assets under management resulting in higher trail commissions and
maintenance expenses.

» Lower amortization of DAC resulied from a $20 benefit due to the unlocking of Retirement Plans DAC assumptions during the
fourth quarter of 2006 in both the 401(k) and Government businesscs of $25 and ($5) afier-tax, respectively. (For further
discussion, sce DAC Unlock and Sensitivity Analysis in this section of the MD&A).

Year ended December 31, 2005 compared to .the year ended December 31, 2004

Net income in the Retirement Plans segment increased for the year ended December 31, 2005 compared to the prior vear end primarily
due to higher earnings in the 401(k) business while net income for the Government business was, relatively stable as positive market
appreciation was largely offset by negative net flows resulting in little growth in assets under management. A more expanded
discussion of earnings growth can be found below. :
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e Fee income for 401(k) increased 39% or $30 for yeat ehded December 31, 2005 'compared to the prior year. This.increase is a result
of positive net flows from the 401(k) business of $1.8 billion over the prior year driven by strong deposits and increasing ongoing
deposits comrlbutmg to the growth in 401(k) assets under i management of 34%'to $9.7 billion. Total 401(k) deposits and net ﬂows.
increased substantially by 32% and 26%, réspectively, over the prlor year primarily due to'the full year impact of 2004’s expansion

- of wholesaling capabilities and new product offerings.
» The DAC amortization rate decreased in 2005 compared to 2004 as a result of. hlgher prof’ 11s..

- f . . + '

Pamally offsettmg these posmve earnings drivers were the followmg items:

e General account spread decreased for both 401(k) and- Governmental businesses for December. 31, 2005 compared 10. prior- year.
The decrease is attributable to a decrease.in the nét investment income e¢arned rate for both businesses. * Average general account
assets for the Retirement segment increased approximately 7% in 2005 compared to 2004, while net investment income increased

.only 2%. Benefits and claims expcnsc .which mam]y consists of interest crcdned mcreased 5% for the year ended-December 31,
2005.compared to prior year. PERY Cooen : <ol

= An increasc in insurance operating costs and other expenses of $19 for the year ended December 31, 2005 was principally.driven by
the .401(k) -business.. The additional costs can be attributed .to greater deposits and assets under management, resulting in a 20%-
increase in commissions, technology expenditures, and marketing and servicing costs supporting the segment’s business. However,

-the increase in 401{k) deposits has driven down the overall general insurance expense per case by over 4% compared to prior year.

Outlook

The future profitability of this segment will depend on Life’s ability to increase assets under management across atl businesses and
maintain its investment spread earnings on the general account producis sold largely in the Government business. As the “baby boom”
generation approaches retirement, management believes these individuals will contribute more of their incomé to retiremeént plans due
to the uncertainty of the Social Security system and the increase in average hfe expectancy. In 2007, Life will begin selling mutual
fund based products ‘in the 401(k) market that will incfease Life’s abllny to grow ‘assets under managemeént m the medium size 401(k)
market. Life will also be selling mutual fund based products in.the 403(b) market ds they look to grow assets in a highly competitive
environment. Dlsc1plmed eXpense management, will continue to.be a focus; however, as Life looks to expand its reach in these markets,

additional investments in service and technology will ocour, . . ) o , .

»

Management § current full year prolectlo_ns for 2007 are as follows:

e ' Deposits of $5.5 billion to $6.5 billion : x T "o ' U

»  Net-flows of $2.0 billion to $3.0 billiori - A o N N

. Rctum on assets of36 to 38 basispoints” ot S ' ' :

: ok vl . N M ' - . L "\

INSTITUTIONAL R i : to v T e

Operating Summary T e e e ) ‘2006 2005 - 2004

Fee income and other « - .~ T o 3 124 -°§* ' 119 “$ 016l

Earned premiums ) ‘ ' ' 607 504 463

Net invéstment income o o o 1,003 ©o. U802 ¢ 664

Net realized capital gains (losses) ] . (5) - {5) <« 3
Total revenues - ) 1,729 1,420 1,291

Benefits, losses and loss adjustment expenses ‘ i 1,484 1212 1,116

Insurance operating costs and expenses . ) ' 8. 56. . 55

Amortization of deferred policy acqulsmon costs and o - R .

__present value of future profits o . K ] oL 32 . 32 26

Total benefits, losses and expenses ' 1,594 1,300 1,197
Income before income taxes 135 ~ 120 94

Income tax expense . . o o 36 32 ) 26 .
Netincome . . L T : $ 99 $ .. 88 $ 68 ..

Assets Under Managementh O N - R 2006, . - 2008 ., 2004

Institutional account valuesi[1] -~ .1 ;, Lo ‘) o § 22214 $.17917 - § - 14,599

Private Placement Life Insurance account values .. . .~ : , 26,131 v 23,836, 0 - o+ 22,498

Mutual fund assets under management [2]. D W, 2,567 Lo 1,528 0 -, 676

Total assets under management . ‘% 50,912 $ 43,281 $ 37,773

1] !nsf:fu!mnal’ investment product account values include transfers from Retirément Plans dnd Retail of $763 during 2006,
[2] Mutual fi md asse.rs‘ rmder managemem mclude .rransﬁers ﬁ’om fhe Renremf,m Plan s'f,gmem of 81 78 during 2006. o ‘ :

Institutional pnmaniy offcrs customized wealth.creatlon and financial prolecnon for lnstltutlons corporate and hlgh net wonh
individuals through its-two business units: Institutional Investment Products (“1P)?) and PPLI. . ' ‘

s 1 f . U K N -
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Year ended December 31, 2006 compared to the year ended December 31,2005 .

Net income in Institutional mcreased for the year cndcd December 31, 2006 compared to the prior year dnven by h1gher earnings in
both the 1IP and PPLI businesses. A more expanded discussion of eammgs can be found below:

. ngher net investment income increased in Instittional driven by positive net flows of $2.2 billion during the year, which resulted
" in higher assets under management. Net flows for IIP were strong primarily as a result of the Company’s funding ‘agreement backed
Investor Notes program. Investor Note dcposns for the years ended December 31, 2006 and 2005 were $2.3 billion and $2 0 billion,
respectively.
¢ General account spread is one of the main dnvers of net income for the Institutional line of business. The increase in spread income
in 2006 was driven by higher assets under management as noted above, combined with improved partnership income: For the year
ended December 31, 2006 and 2005, income from partnership investments were $15 and $6 after-tax, respectively. :
¢ For the year ended Dcccmbcr 31, 2006, eamed premiums increased as a result-of two large terminal funding cases that were sold
dunng, the period. This i increase in earncd premlums was offset by a correspondmg increase in benefits, losses and loss. adjustment
expenses. :
s PPLI’s net income increased compared to prlor year pnmarlly due to asset growth in the vanable business. combmed with increased
-tax benefits. o : e ‘

¢ . oWt

Partially offsettmg these positive earnings drlvers was the followmg item:

» IIP operating expenses increased in the year ended December 31, 2006 due to hlgher costs related to the launch of new retirement
products targetmg the “baby boom” generation in 2006. '

' .

}

Year ended December 3 1, 2005 compared to the year ended December 3.' 2004 N L Ce

Net incomie in Instlmtional increased for the year.ended December 31, 2005 compared to the prior year driven by hlghcr earnings in
both the IIP and PPLI businesses. A more expanded dlscussmn of eammgs can be found below:

* * Total revenues increased in Institutional driven by-positive net flows of $2.4 billion duririg 2005, which resulted in higher assets
under management. Net flows for Institutional increased for the year ended Decémber 31, 2005 compared to’the prior year,
primarily as a result of the Company’s funding agreement backed Investor Notes program, which was launched in the third quarter
of 2004. Investor Note deposits for the years ended December 31, 2005 and 2004 were $2.0 billion and $643, respectively. ~

s General account spread is onc of the main drivers of net income for the Institutional line of business. An increase in spread income
in 2005 was driven by higher asscts under management noted above, combined with improved partnership income and mortality
gain$ related to terminal funding and structured settlement contracts that include life contingencics, For the year ended December
31, 2005 and 2004, gains related to mortality, investments or other act|v1ty were $10 and $3 after-tax respectively. During 2005,
the Company invested in more variable rate assets to back the increasing block of variable rate liabilities sold under the stable
value product line. This asset/liability matching strategy decreased portfolio yields, as variable rate assets had lower initial coupon
yields then fixed rate asseis. At the same: time, the stable value variable rate liabilities have lower crediting rates in 2005 than
stable value fixed rate liabilities, which allowed the Company to maintain-to- sllghtly increase 1ts general account spread on a yicld
basis. -

e PPLI's net income increased $3 or 17% compared to prior year primarily duc lo asset- growth in the variable busmess combined
with favorable mortality experience.

- Pantially offsctting these positive carnings drivers was the following item:

e PPLLI’s cost of insurance charges has decreased due to reductions in the face amount of certain cases. These face reductions have
also resulted in lower death benefits. This impact combined with favorable mortality, which increases the provision for future
experience rate credits has led to the year over year decrease in fee i income and other.

Outlook

", . . L2} N

The future net income of this, segment will depend on Institutional’s ability to increase assets under management across all businesses
and maintain its investment spread carnings on the products sold largely in the 1IP business. The 1P markets are highly competitive
from a pricing perspective, and a small number of cases often account for a significant portion of deposits, therefore the Company may
not be able to sustain the level of assets under management growth attained in 2006, In 2004, 1IP introduced the Hartford: Income
Notes which is a product that provides the Company with opportunity for future growth, This product provides access to botit a multi-
billion dollar retail market, and a nearly trillion dollar institutional market. These markets are highly competltlve and the Company 5
success depends in part on the level of credlted interest rates and the Company’s credit rating.

. As the “baby boom” generation approaches retlrcment management believes these mdmduals will seek mvestment and insurance
vehicles that will give them steady streams of income throughout retirement. [IP has launched new products in 2006 to provide
solutions that deal specifically with longevity risk, and will continue to introduce products in 2007. Longevity risk is defined as the
-likelihood of an individual outliving their assets. IIP is also designing innovative solutions to corporations’ defined benefit habilities.
The focus of the PPLI business is variable PPLI products to fund non-qualified benefits or-other post employment benefit liabilitics,
The market served by PPLI is subject to extensive legal and regulatory review that could have an adverse effect on its business.
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| INDIVIDUAL LIFE .

Management’s current full year projcction.s for 2007 are as follows:

*

Return on assets (includes mutual funds) 1(,8 to 20 basis points

Deposits:(includes mutual funds) -$5.0 billion -$6.0 billion .+ . . ' :
Net flows (excludes mutual funds) $2.0 billion - $3.0 billion ‘ . “

+

Operating Summary ' o " o 2006 C2008 2004
Fec income and other B ' ' B $ 883 § . 802 $ - 767
Earned premiums C i [P 1 ) I X ' (1) .
Net investmentincome’ .~ ST LT o324 . 305 303
Net realized capital gains ' o o s ) 5 7
Total revenues . I . , _ 1,159 . 1,079 | 1,056
* Benefits, losses and loss adjustment expenses | ' - 497 469 480
Insurance operating costs and other, expenses; |, o, . ) IS [ 167 | 164
Amortization of deferred policy acqulsmon costsand oL s L L ‘
___present value of future profits _ _ 241 205 185
Total benefits, losses and expenses : 917 » - ¢ 841 . 829
Income before income taxes and cumulative effect of accountmg change 242 ' 238 227
Income tax eipense - ! 72 B 72 7i
Income before cumulative effect of accounting change S om0 - . 166 156
Cumulative effect of accounting change, net of fax f1] .o T — ' — O]
Net income . $ 170§ 166§ " 155
Account Values : ) 2006 2005 .. 2004
Variable universal life insurdnce vt . : : : § 6,637 $ - 5902 h) 5,356
Universal life/interest sensitive whole life ~ ' 4,035 - 3,696 T 3402
Modified guaranteed life and other - ’ ' o : T 699 : 716 L 729
‘Total account values : oo § 11,371 S 10,314 $ 9,487
Life Insurance Inforce ' C : ! ’ o T : ' a
Variable universal lifé insurance " ‘ ' $ 73,770 £ 71,365 S 69,089
Universal life/interest sensitive whole life” ' o 45,230 41,714 39,109
Modified gu'aranteéd life and other ' ' ' N 45,227 37,722 * 31,691
Total life insurance inforce $ 164,227 $ 150,801 $ 139,889

[1] Represents the.cumulative impact of the Company’s adoption of SQP 03-1.

Individual Life provides life insurance strategics to a wide array of business intermediaries to solve the wealth protection, accumulation
and transfer needs of their affluent, emerging affluent and small business insurance clients.

Year ended December 31, 2006 compared to the year ended December 31, 2005

Net Income in Individual Life for 2006, includes an unfavorable $18 after tax impact related to the DAC unlock in the fourth quarter of

2006, partially offsct by $7, after-tax, favorable revisions to prior year net DAC estimates reflected in the first half of 2006. Excluding

these net impacts of $11, net income increased $15 or 9% for 2006 primarily due to growth in life insurance and account values, and’
favorable mortality experience in 2006 comparcd to 2005. The following factors contributed to the carnings results:

Cost of insurance charges, the largest component of fee income, increased $30 for the year ended December 31, 2006, driven by
growth in the variable universal and universal life insurance inforce. Variable fee income increased, consistent with the growth in
the variable universal life insurance account value. Other fee income, another component of total fee income, increased primarily
due to additional amortization of deferred revenues-of $48 associated with the DAC unlock.

Earned premiums, which include premiums for ceded reinsurance, decreased primarily due to increased ceded reinsurance
premiums for the year ended December 31, 2006. A

Net investment income increased primarily due to increased general account assets from sales growth.

Benefits, losses and loss adjustment expenses increased for 2006 consistent with the growth in account values and life insurance
inforce, and also reflect favorable mortality experience in 2006 compared to 2005. .

Insurance operating costs and other expenses increased for the year ended Deccmbcr 31, 2006 consistent with the growth of life
insurance inforce.

Amortization of DAC for the year ended December 31, 2006 increased $76 related to the DAC unlock, partially offset by revisions
to prior year estimates, Excluding the impacts of the DAC unlock and revisions, the amortization of DAC decreased for the year
ended December 31, 2006, consistent with the mix of products and the level and mix of product profitability. )
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Year ended December 31, 2005 compared to the year ended December 31, 2004 .

Net income increased for the year ended December 31, 2005 compared to 2004, primarily due.to increases in both life insurance inforce
and account values. The following factors contributed to the earnings results: ‘

e Fee income increased $35 for the year ended December 31, 2005 compared to 2004. Cost of insurance charges, a component of
total fee income, increased $22 in 2005, driven by business growth and aging of the prior year block of variable universal,
universal, and interest-sensitive whole life insurance inforce. Other fee income, another compenent of total fee income, increased
$7 in 2005 primarily due to growth and improved product performance primarily in interest-sensitive whole life and variable
universal life insurance products. Variable fee income grew $6 in 2005, as equity markel performance and premmms m exceqs of
withdrawals added to the variable universal life account value.

e Net investment income increased moderately for the year ended December 31, 2005 compared to 2004 due to incréased general
account assets from business growth, pamally offset by lower interest ratcs on new investments and reduced prepayments on bonds
in 20035,

e . Benefits, losses and loss adjustment expenses decreascd for the year ended Dccember 31, 2005 comparcd lo 2004 consnstem wnh
growth in account values and life insurance inforce. ‘ *

e Income tax expensc and the resulting tax rate for the year ended December 31 2005 was impacted by a DRD tax beneﬁt of 87,
whereas income tax expense for the year ended December 31, 2004 included a DRD tax bencf tof §5.

Partially offsetting these positive earnings drivers were the followmg items:

s Amortization of DAC increascd for the year ended December 31, 2005 compared to 2004 prirﬁarily as a result of product :mix and
higher gross margins within variable universal and interest-sensitive whole life insurance products.

¢ Insurance operating costs and other expenses increased for the year- cnded Dccember 31, 2005 compared to 2004 as a result of
business growth.

Outlook
. . . v " N B h

Individual Life sales were $284 in 2006, an increase of $34 or 14% over sales of $250 in 2005. Sales results in 2006 were strong across
major distribution channels.and product lines. Individual Life continues to focus on its core distribution model of sales through
financial advisors, while also pursuing growth opportunities through other distribution sources such as independent life professionals.
The variable universal life mix remains strong at 40% of total sales in 2006, Overall, product sales were enhanced by new product
launches in each quarter in 2006. In the first quarter of 2006, Individual Life introduced a new variable life product that blends the -
benefits of universal life insurance and variable annuities and in the second quarter launched Hartford Term, which has additional term
insurance durations and new competitive features. In late June 2006, Individual Life launched a flexible premium last survivor variable

-universal life product. [n early October 2006, Individual Life introduced a new product rider to its existing Stag Whole Life preduct for

the employer market.

Variable universal life sales and account values remain sensitive to equity market levels and returns. Individual Life continues to face
uncertainty surrounding estate tax legislation, a high level of competition from other life i insurance providers, reduced availability and
higher price of reinsurance, and the current régulatory environmient rclated to reserving for universal life products with no-lapse
guarantees, which may negatively affect Individual Life’s future earnings.

Management’s full year 2007 projections arc as follows:

*  Salesof$305108315 - S - o B
» Life'insurance inforce increase of 8%-t0 10% . .
e  After tax margin on total revenues of 15% to 16% .




| GROUP BENEFITS

Operating Summary , : B R 2006 . 2005 ' 2004

Eained premiums and other ° o o S 4,150 $ 38100 S 3,652
Net investment income Pee T e 415 - 98 0 3713 ¢
Net realized capital gains (losses) ' ' ' ' "' (6) S 2
Total revenues”™ ' ' _ L 4,559 4,209 4,027
Benefits, losses and loss adjustment expenses ' ' 3,002 ’ 2,794 o 2,703
Insuranée operating costs and other expenses L 1,102 - o 1,022 ' 989
Amortization of deferred policy acquisition costs - 41 . .- 3 23
" Total benefits, losses and expenses - - : ot o+ 4,145, 3,847 <3715
Income before income taxes . . - . 414 - 362 o 312
Income tax expense . - o~ 111 90 G 83
Net income C T . . 8 303 - § 272 o) 229-
Earned Premiums and Qther ' 2006 2005 2004 .
Fully insured — ongoing premiums . § ., 4,100 $ 3,747, 3 3611
Buyout premiums 12 27 ' -4
Other ‘ - : . T 38 ) 36. . <37
Total earned premiums and other - 8 4,150 $ ~ 3,810 $ . 3,652

The Group Benefits segment provides employers, associations, affinity groups and financial institutions with groui) life, accident-and
disability coverage, along with other products and services, including voluntary.benefits, group retire¢ health, and medical stop loss.
The Company also offers  disability underwntmg, admlmstratlon claims processing servwes and re1nsurance to other insurers and self-
funded employer plans.

Group Benefits has a block of financial institution business that is experience rated. . This business comprised approximately 10%, 9%
and 9% of the segment’s 2006, 2005 and 2004 premiums and other considerations (excluding buyouts) respectively, and, on average,
4% to 5% of the segment’s 2006, 2005 and 2004 net income.

Yedr ended December 31 , 2006 compared to the j’ear ended December 31, 2005

Net income increased for the year ended December 31, 2006, primarily duc o higher carned premiums and a lower expense ratio
excluding the financial ‘institution business. The results for the year ended December 31, 2006 inctuded a net benefit of St 1 resulting
from the completion of life reserve studies during the fourth quarter. The results for the year ended December 31, 2005 included a non-
recurring tax benefit of $9 related to the CNA Acquisition. ‘The following factors contributed to the eamings increase: |

e  Earned premiums increased driven by year-to-date sales (excluding buyouts) growth.of 11%, particularly in group life insurance.

e The loss ratio (defined as benefits, losses and loss adjustment expenses as a percentage of premiums and other considerations
excluding buyouts) was 72.3% for the year ended December 31, 2006, down from 73.1% in the prior year period. For the ycar
ended December 31, 2006, the loss ratio excluding financial institutions was 77.2% as compared to 77.3% in the prior year period.

¢ The expensc ratio was 27.6% for the year ended December 31, 2006 as compared to 27.8% in the prior year pcnod Exc[udmg
financial institutions, the expense ratio for the year ended December 31, 2006 was 22.9%, down from 24.0% in the prior ycar
period. The decline in expense ratio excluding financial mstnuuons for the year ended December 31, 2006 was duc to growth in
premiums outpacing growth in expenses.

Year ended December 31, 2005 compared to the year ended December 31, 2004

Net income of $272 included a non-recurring tax benefit of $9 related to the CNA Acquisition. Excluding this tax bcneﬁt et income
increased 15% to $263 for the year ended December 31, 2005 as compared to $229 for the prior year duc primarily to hlgher earned
premiums and nct investment income as well as a favorable loss ratio. The following factors comrlbutcd to the’ earnings mcrease

* Earned premiums, excludmg buyouts, increased 4% driven by sales growth of 23%, pamcularly in disability, for the year ended
December 31, 2005 and continued strong persnstency dunng 2005.

e Net investment income increased due to hlgher average asset, balances as well as slightly higher average mvestmem yields.
The segment’s loss ratio (defined as benefits, losses and loss adjustment expenses as a percentage of premlums and other
considerations excluding buyouts) was 73. 1% for the year ended December 31, 2005, down from 74.0% in the prior year due to
improved morbidity experience as yvell as favorable mortality experience. Excluding financial institutions, the loss ratio was
77.3%, down from 78.7% in the prior year.

Partially offsctting the positive earnings drivers noted above was the following item:

. Operatmg costs were higher for the year ended December 31, 2005 as compared to the prior year pnmar:ly due to higher operating
expenses related to busmess growth.
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Outlook .

The increased scale of the group life and disability operations and the expanded distribution network for its products and services has”
generated strong premium and sales growth in 2006. Fully insured ongoing premiums for the year ended December, 31, 20{}6 was $4.1
billion, a 9% increase. over the prior year. Sales for the year ended December 31, 2006 were 5861 (excluding buyout premiums and
premium equivalents) representing an increase of 11% over the prior year. Management is committed to selling competitively priced
products that meet the Company’s internal rate of return guidelines and sales may be negatively affected by the competitive pricing
environment in the marketplace. Although sales may fluctuate from year to year, the Company has experienced conststent premium
growth over the past few years whlch results from the combination of sales, renewal pricing and per51stcncy

Despite the current market conditions, including rising medical costs, the changing regulatory environment and ‘cost containment
pressure on employers, the Company continues to leverage its strength in claim practices risk management, service and distribution,
enabling the Company to capitalize on market opportunities. Additionally, employees continue to look to the workplace for a broader
and ever expanding array of insurance products. As employers design benefit strategies to attract and. retain employees, while
attempting to control their benefit costs, management belicves that the need for the Company’s products will continue to expand. This
combined 'with the significamt number of employees who currently do not have coverage or adequate levels of coverage, creates
opportunities for our products and services.

Managemenit’s current 2007 full year projections are as follows: ‘ ' e ow T e

Fully insured ongoing premiums (excluding buyout premiums and premium equivalents) $4.4 billion to $4.5 billion
Sales (excluding buyout premiums and premium equivalents) $800 to $850 . . S
Loss ratio (excluding buyout premiums) between 72% and 74% '

- Expense ratio (excluding buyout p}cmiums) between 27% and 29% -
After tax margin, on earned premiuins dnd other (excludmg buyout premiums), between 6. 8% and 7.2%, which reflects the
estimated impact of adopting SOP 05-1 “Accounting by Ihsurance Enterprises for Deférred Acqwsmon Costs in Connectlons with
Modifications or Exchanges of Insurance Contracts.”

- o

' . - . * . 3

INTERNATIONAL : - o . ‘

Operating Summary ) . 2006 - 2005 2004
Fee income and other ' $ 700 $ 483 -§ 240
Net investment income . L . _ L1230, 75 o 11
Net realized capital tosses .~ . ‘ - (64) . (34) - (1)
Total revenues - : ; Ce 789 524 - 250
Benefits, losses and loss adjustment expenses - . . T T 3. i 42 : 20,
Insurance operating costs and other expenses 208 188 " 98
Amortization of deferred policy acquisition costs and : ' ) ' '
present value of future profits ~ ~ * ‘ » 167 - 133 77
Total benefits, losses and expenses ' B : ~ 378 363 195
Income before income taxes and cumulative effect o I ' R ’
of accounting change’ ' S : ©o381 161 ‘55
Income tax expense - : - K ' - 135 L 65 - 12
Income hefore cumulative effect of accounting change - ‘ 246 . 96 C43
Cumulative effect of accounting change, net of tax [1] — ’ — (4)
Net income , — $.-246  _§ 9% $ . 39
Assets Under Management . ) . ) 2006 - . 2005 2004
Japan variable annuity account values E . ' : $ 29,653 ,..%. 24641 § 14,129
Japan MVA fixed annuity account vélues a 1,690 . 1,463 . - 502
Total Japan assets under management $ 31,343 3 26,104 % 14,631

[ 1] Represents the cumulative impact of the Company s adoption of SOP 03-1. o

International, with operations in Japan, Brazil, Ireland and the United Kingdom, focuses on the Sauiﬁgs' and retirement needs of the
growing number of individuals outside the United States who are preparing for retirément, or have already retired, through the sale of
variable annuities, fixed annuities and other insurance and savings prodiicts.” The Company’s Japan operatlon which began selling
variable annuities at the end of 2000, has grown significantly t6 become a significant distributor of variable Annuities and is the market
leader in'variable annuity assets under management in Japan and is the largest component of the International segment.

PO
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Year ended December 3 I 2006 compared m the year ended December 31, 2005

[ L N "
"Net income in Intemauonal increased for the year ended December 31, 2006 prmc1pally driven by higher fee income in Japan, Wthh -
was derived from an increase in average assets under management. A more expanded discussion of earnings growth can be found
below: : . - . . )

. 'Fee income mcreased $217 or 45%, for the year ended December 31, 2006. As of December 31 2006, Japan’s variable annutty
assets under management were $29.7 billion, a 20% increase from the prior year penod The increase in.average assets under
management was driven by positive net flows of $4.2 bitlion and market appreciation of $1.2 billion during the year, The amount
of variable annuity deposits has declined for the year ended December 31, 2006 by 46%, compared to the prior year periods
primarily due to increased competition and changes in key distribution relationships.

s  Also contributing to the higher fee income was increased surrender activity as some customers surrendered policies-in order to lock
in favorable market appreciation in their account balances. Surrender fees increased by $19, or 53% from the prior year.

e The decrease in benefits, losses and loss adjustment expenses by 93% over prior year can be attributed t6 the unlock of the
GMDB/GMIB reserve of $27 after-tax. 'For further discussion, see DAC Unlock and Sensmvnty Analysrs in the Critical
Accounting Estimates section of the MD&A. . ‘

¢  Contributing to the increase in net income for the year ended December 31, 2006 was a cumulative tax benefit of £9, that resulted
from a change in the effective tax rate on Japan earnings resulting from a change in management’s intent under APB 23.

+ The increase in fixed annuity assets under management can be attributed to positive net flows of 3224 during the year.

Partially offsetting the positive earnings drivers discussed above were the following items:

o  DAC amortization was higher due to higher actual gross profits consistent with growth in the Japan operation, off-set by $26 after-
tax-amortization bénefit associated with the DAC amortization “unlock.” For further discussion,.see DAC Unlock and Sensitivity
Analysis in the Critical Accounting Estimates section of the MD&A. ' ‘

.+ Insurance operating costs and other expenses increased for the year ended December 31, 2006 by 11%. These increases are due to

hlgher mamtenance costs and non-deferred asset-based commissions resulting from the growth in the Japan operation.,

Year ended December 31, 2005 campared to the year ended December 31, 2004

Net income increased s1gmﬁcamly for the year ended December 31, 2005, principally driven by higher fee income and investment
spread in Japan, derived from a 78% increase in the assets under management. A more expanded drscussron of eammgs growth can be
found below: ' . -

»  The increase in fee income in 2005 was mainly a result of growth in Japan s variable anmnty assets under managemcnt As of
December 31, 2005, Japan s variable annuity assets under management were $24.6 billion, a 74% increase from the prior, year.
The increase in assets under management was driven by positive net flow of $9.8 billion and favorable market appreciation of §34
billion, partially offset by a (32.6) billion impact of foreign currency exchange o . - .

¢ Higher fees in 2005 were also the result of increased surrender activity, as customers surrendered pohcnes in order to take
advantage of significant appreciation in their account balances. .

e The Japan MVA fixed annuity business contributed $13. of higher investment spread income, mcludmg net penod:c coupon
settlements included in realized losses, in 2005 compared to 2004. This increase in investment spread was driven by higher assets
under management. As of December 31, 2005, Japan’s MVA assets under management increased to $1.5 billion compared to $502
in the prior year. The increase in fixed annuity assets under management can be attributed to deposrts of §1. 2 billion for the year
ending December 31, 2005 as compared to $52l for the pnor year. c

Parnally offsetting the posmve eammgs drivers dlSC‘l.lSSCd above were the followmg itemns: . . ot

o The increase in operating costs in 2005 was primarily due to the significant growth in the Japan operation and investment in our
Ireland operation.
¢ DAC amortization was higher in the current year as compared to the pnor year due to hlgher EGP’s consistent with'the growth in
the Japan operation.
e Tax rates increased in 2005 pnmanly due to 2 deferred tax valuauon allowance establlshed for, losses on thc Umtcd K:ngdom
. _operation.

ey . . . ot . - S 0 . '

Outlook P, ! g = S
Management continues to be optimistic about growth potential of the retirement ‘savings market in Japan. Several trends such as an
aging population, longer life expectancies and declining birth rates leading to a smaller number of younger workers to support each

retiree, have resulted in greater. need for an individual to plan and adequately fund retirement savmgs ey . 5

‘
[y

Proﬁtablhty depends on the account values of our customers which are affected by equlty, bond and currency markets Penods of
favorable market performancc will increase assets under management and thus increase fee i mcome earned on those assets. [n addition,

higher account value levels will generally reduce certain costs for mdnvrdual annuities to the Company, such as guarantced minimum
death benefits (“GMDB”) and guaranteed minimum income benefits (“GM[B”) Expense management is also an important component
of product profitability. '
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Competition has continued to increase in the Japancse market with the most significant competition the result of the strengthening of
domestic competitors. This competition has resulted in changes to key distribution relationships that have negatively impacted current
year deposits and could potentially impact futuré deposits. The Company continues to focus.its efforts on strengthening our distribution
relationships and improving our wholesaling and servicing efforts. In addition, the Company continues to evaluate product designs that
meet customers’ nceds while maintaining prudent risk management. In the first quarter 2007, the company is launching a new variable
annuity product to complement its existing variable annuity product offermgs The success of the Company’s enhanced product
offermg will ultimately be based on customer acceptance in an increasingly competitive environment. International continues to invest
in its operations outside of Japan. In the short term, the Company expects losses in these operatsons outside of Japan to'be’relatively
consistent with 2006. : :

fl
P .t [

Management’s full year projections for Japan for 2007 are now as follows (using ¥118/81 exchange rate for 2007):

¢ Variable 'mnuny deposits of¥530 billion 10 ¥825 bl lion (S4 5 bllhon to $7.0 bllhon) _ )
e Variable annuity net flows of ¥350 billion to ¥650 billion ($3.0 billion to $5.5 billion) .. o
¢ Return on assets of 68 to 72 basis points

¢ ¢

| OTHER
Operating Summary S 2006 " 2005 2004
Fee income and other ) _ o RS 83 g .83 § 119
_ Net investment income ‘ ' ' '
Securities available-for-sale and other .+ . Co -t 154 v 174 208
Equity securitics held for trading [1] o Cr 1,824 : 3,847 oo 799
Total net investment income : ' 1,978 . 4,021 1,007
Net realized capital gains (losses) ' . : C o (198) 2. 156
Total revenues . . ‘ -1,863 - 4,106 1,282 -
Benefits, losses and loss adjustment expenses [1] . ) 1,985 ’ 4,166 1,017
Insurance operating costs and other expenses o . ) (I 105 ’ 56
* Amortization of deferred policy acquisition costs and _ o o .
___present value of future profits " . 40 1 6
Total benefits, losses and expenses 2,036 4,272 1,079
Income (loss) before income taxes and cumulative effect -
of accounting change - R (173) ' {1606) 203
Income tax benefit o . ‘ . e '(59) - ) mn
Income (loss) before cumulative effect of accountmg change g (14)y - ' (115) 320
Cumulative effect of accounting chan&e net of tax [2]° : ' — |- ) 2
- Netincome (loss) * ' $ - (114) ‘$ (115) $ 322

{1} Includes investment income and mark-to-market effects of equity securities held for trading stipporiing the international variable annuity
business, which are classified in net investment income with corr espondmg amounts credited to policvholders w r!hm benefits, Iov.ses and loss
adjustmeni expenses. .

2] Represems the cundative impact of the Company’s adopnon of SOF 03-1.

Net investment income includes the mark-to-market adjuslmem for equity securities held for trading which decreased primarily due to
decreased fund performance in International. This decrease in net investment income is offset by a decrease in'benefit, losses and loss
adjustment expenses which reflects the interest credited on the Fapan account balance liability. .

Year ended December 31, 2006 compared to the year ended December 31, 2005

The change in Other’s net income'was due to the following:

¢ Net realized capital losses occurred in the year ended December 31, 2006 compared to net realized capital gains in the prior year
period due primarily to rising interest rates. ‘Components of the increased realized losses included increased other than temporary
impairments (see the Other-Than-Temporary Impairments discussion within Investment Results for more information on the
increase in impairments), losses on non-qualifying derivatives and net losses on sales of investments.

* Life recorded an after-tax charge of $102 for the year ended December 31, 2005 to establish reserves for regulatory matters for
investigations related to market timing by the SEC and New York Attorney General’s Office, dirccted brokerage by the-SEC, and
single premium group annuities by the New York Attorney General’s Office and the Connecticut Attorney General’s Office.

* During 2006. the Company achieved favorable scttlements in severa] cases brought against the Company by policyholders
regarding their purchase of broad-based leveraged corporate owned life insurance ("leveraged COLI") policies in the early to mid-
1990s. The Company ceased offering this product in 1996. Based on the favorable outcome of these cases, together with the
Company's current assessment of the'few remaining leveraged COLl cases, th¢ Company reduced its estimate of the ultimate cost
of these cases during 2006. This reserve reducuon recordcd in msurance operatmg costs and other expenses, resulted in an after-
tax benefit of $34. . o
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e  Also contributing to the insurance operating costs and othér'expenses detreases for the ycar ended December 31,2006 was a lower
level of dividends to leveraged COLI policyholders. . - .

»  During 2005, the Company recorded a charge of $18, after-tax, related 1o the settlement of certain annuity contracts.

¢ - The increase in the DAC amortization in 2006 was due to the DAC unlock of $46, after-tax.

Year ended December 31, 2005 wmpared to the year ended December 31, 2004
Neti income decreascd for the year ended Deccmber 31, 2005. The following factors contributed to the change in earnings:

¢ Net realized capital gams .decreased for lhc year ended December 31, 2005 due to increasing interest rates and the reallzed loss
associated with the GMWB derivatives.

e Income tax benefit decreased for the year ended December 31, 2005 due to the absence of a $190 tax benefit recorded during 2004.

e Other than the impact of Japan intcrest credited, benefits, losses, and loss adjustment expenses increased for. the year ended
December 31, 2005 primarily due to the establishment of a $102 after-tax reserve for investigations related to market timing by the
SEC and the New York Attorney General’s Office, directed brokerage by the SEC and single premium group anniuitics by the New
York Attorney General’s Office and the Connecticut Attorney. Qeneral’s Office.,

PROPERTY & CASUALTY Lo ‘ Co B '

ExecutheOverview . . - . ) .
i . . . PR s

Property & Casualty is organized into four reportable operating segments: the underwriting segments of Busmess Insurance, Personal
Lmes and Specmlty Commercial (collectwcly “Ong,omg Operatlons"), and the Other Operatlons segment.’

.oy, B '

Properly & Casualty provides a number of covcrages as well as insurance related services, to busmesses throughout the United Statcs,
including workers' compensation, property, automobile, liability, umbrella, specialty casualty, marine, livestock, fidelity, surety,
professional liability and directors and officers’ liability coverages. Property & Casualty also provides automobile, homeowners'and.
home bascd business coverage to md1v1duals throubhoul the Umted States as well as msurance-related services to busmcsses

'Propcrty & Casualty derives its revenucs principally from premiums earned for insurance coverages provided o msureds investment
income, and, to a lesser extent, from fees carned: for services provided to third parties and net-realized ‘capital gains and losscs.®
Premiums'charged for insurance coverdz,cs are carned prmCIpaily on a pro rata ba51s over the terms of the related pohcws in torce.

Service fees principally ‘include revenues’ from thlrd party claims admlnlstratlon services prowded by’ Spccnalty Rlsk Services and
revenues from member contact center services prov:dcd through AARP's. Health Care Optlons program. :

'
. - ¥

Total Propem. & Cdsualg Fmaneml nghllght . o .. SN
Premium revenue : Tt . T oo '
) N . ' S L et e 2006 " 2005 2004
.Earned premiums . . o .8 10433  -§ 10,156 § 9,494

Year ended Deeember 3;1, 2006 e'arrzpared m‘th'e year egrded’ December 31, 2005 - 1. ' .*.
Earned pre_rr:lli‘ums-gr.ew $277, or 3%, primarily due to: S ‘ o ‘

_® A 3436 increase in Business Insurance and Personal Lines earned premium before considering catastrophe treaty reinstatement
premium, prlmanly dnven by new business outpacmg non- -renewals in Personal Lines auto, Personal Lines homeowners and small
commercial,’

e 373of calastrophe treaty remstatcmem premium relatcd to the 2005 humcanes that depressed 2005 earned premium, and
o Earned pricing increases in Personal Lines homeowners. n

Partial!'y offsetting these favorabie drivers were factors that decreased eamed premium:'

1

®" Non-renewal of a single captive insurance program in speCIalty casualty that accounted for $24l of eamed prcmlum in 7005 and
. ngher property catastrophe treaty reinsurance costs. |

Year ended December 31, 2085 compared fo the year ended December 31, 2004

Earned premiums grew $662, or 7%, primarily due to: _ - S

® A $651 increase in Business Insurance and Personal Lines earned premium before _considering’cat_astrophe treaty reinstalement
premium, primarily driven by new business outpacing non-renewals, .
& A $90 decrease in 2004 earned premiums under retrospectively-rated pdliciés, and
_ & FEarned pricing increases in small commercial and Personal Lines homeowners. |
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Partially offsetting these favomble drivers was a $56 increase in catastrophe treaty .reinstatement premium as a result of the 2005
hurricancs. : . . . L. -

Net income : - ) : _

_ ) . 2006 2005 - 2004
Underwriting results $ 745 "8 465 8 3)
Net servicing and other income [1] ) ' ' 53 49 ) 2
Net investment income S , L <« 1486 1,365 1,248
Other expenses , (223) 203 (235)
Net realized capital gains : . . S ' 44 133
Income tax cxpense (55 l) (484) ' {275)
Net income - ' . . $ 1519 . 8 1,236 § 910

[1] Netof erpemes :e!ared fo service business. .
Year ended Decemb_er 31, 2006 (:ampared 10 the year ended December 31, 2005
Net income increased $283 for the year-ended December 31, 2006, primarily dueto: -

e A $152 decrease in current accident year cmastrophc losses, -
* A 5121 increase in net investment income,
¢ A 341 reduction of estimated Citizens’ assessments in 2006 related to the 2005 hurricanes compared to a charge of $64 for Citizens
assessments in 2005 related to the 2005 and 2004 hurricanes,
£73 of catastrophe treaty reinstatement premium recorded asa reducuon of earned premlum in 2005 and
A $51 increase in underwriting results from earned prcmlum growth in Busmess Insurance and Personal Lines before considering
-catastrophe treaty reinstatcment prcmlum . ' o . I .

Partially offsettmg these.favorable dnvm were factors rcducmg, net income:

o A $67 increase in income tax cxpcnbc reﬂcctmgz an increase in income before income taxes, partially offset by a $49 income tax
benefit resulting from the sale of Omni, - e L ’

o A 548 increase in net unfavorable prior aundcm ycar dcvclopment . :

e A $35 decrease in net realized capital gains, p:;lmanly duc to a $24, pre-tax, realized capltal loss from the sale of Omni, and

e A 320 increase in other expenses, primarily due to lowet bad debt expense in 2005..

v

- The $152 decrease in current accident year catastrophe losses was largely due to $264 of losses in 2005 related to hurricancs Katrina,
Rita and Wilma, partially offsct by an increasc in non-hurricane catastrophe losses in 2006. The current accident year loss and loss
adjustment expense ratio before catastrophes of 62.4 for Ongoing Operations was relatively flaf from 2005 to 2006 as a lower current
accident year loss and loss adjustment expense ratio for workers’ compensation business in small cormercial was largely offset by an
increase in non-catastrophe property loss costs in middle market Business Insurance and Personal Lines homeowners.

Primarily driving the $12| incrcase in net investment income was a larger investment base due to increased cash flows from
underwriting as well as an increase in interest rates and a change in asset mix (i.e., a greater share of investments in mortgage loans and
limited partnerships). The $35 decrease in net realized ‘capital gains was primarily due to a $24 pre-tax realized capital loss from the
sale of Omni, an increase in other-than-temporary-impairments and losses on the sale of fixed maturity investments, partially offsct by
an increase in income from other sources. (Sec the Other-Than-Temporary Impairments discussion within Investment Results for more
information on the increase in impairments).

" The $48 increase in net unfavorable prior accident year development was primarily due to a $148 increase in net unfavorable loss
devclopment in Other Operations, partially offset by a change in Ongoing Operations from $36 of net unfavorable prior accident year
development in 2005 to $64 of net favorable prior accident year development in 2006. The $148 increase in net unfavorable prior
accident ycar development in Other Operations was primarily due 10 a $243 reduction of reinsurance recoverables in 2006 resuiting
from an agreement with Equitas and the Company’s evaluation of the reinsurance recoverables and allowance for uncollectible
reinsurance associated with older, long-term casualty liabilities. The $64 of net favorable prior accidernt year development in 2006 for
Ongoing Operations was prlmarlly due to an $83 relcase of prior accident year hurricane resérves and a $58 release of allocated loss
adjustment expense rescrves for workers’ compensation and package business, pamally offset by reserve slreng,thcmngs in Spccialty
Commercial. See the “Reserves” section for a discussion of prior accident year reserve development.

Year ended December 31, 2005 compared to the year ehded Deceniber 31, 2004
Net income increased $326 for the year ended December 31, 2005 primarily due to:

A $172 decreasc in current accident year catastrophe losses, ) _

A $166 decrease in net unfavorable prior accident year devc]opmcnt - ,
A 5117 increase in net investment income, : ) o
A 590 decrease in 2004 carned premiums under rt_trospecnvcly-rdtcd pol|c1es,'

An improvement in current accident year loss costs before catastrophes,
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s . A $32 decrease in other expenscs, primarily due to lower bad debt expense in 2005, and
» A $76 increase in underwriting results from earned premium growth in Business Insurance and Personal Lines at a combined ratio
less than 100.0. ' .

Partially offsettihg these improvements were factors reducing net income:

An $89 decrease in net realized capital gains,

$64 of Citizens assessments in 2005 related to the 2005 and 2004 hurricanes,

A $56 increase in catastrophe treaty reinstatement premium recorded as a reduction of earned premium, and
A $209 increase in income tax expense, reflecting an increase in income before i income taxes.

The $172 decrease in' current accident year catastrophe losses was pnmanly due to $264 of losses from ‘Hurricanes Katrina, Rita and
Wilma in 2005 compared to $394 of losses from Hurricanes Charley, Frances, Ivan and Jeanne in 2004. The $166 decrease in net
unfavorable prior accident year development was primarily due to $181 of unfavorable development in 2004 refated to a reduction in’
the reinsurance recoverable asset associated with older, long-term casualty liabilities, including asbestos liabilities.

Primarily driving the $117 increase in net investment income was a larger investment base due to increased cash flows from

underwriting, higher investment yields on fixed maturity investments and an increase in income from limited partnership investments.

The $89 decteasé in net realized capital gains was primarily due to lower net realized gains on'the sale of fixed maturity investments
and net losses on non-qualifying derivatives during 2005 compared to net gains during 2004,

Kev Performance Ratios and Measurcs . . s :

The Company considers several measares and ratios to be the key performance indicators for the property and casualty underwriting
businesses. The following table and the segment discussions for the years ended December 31, 2006, 2005 and 2004 include various
ratios and measures of profitability. Management believes that these ratios and measures are useful in understanding the underlying
trends in The Hartford’s property and casualty insurance underwriting business. However, these key performance indicators should
only be used in conjunction with, and not in licu of, underwriting income for the underwriting segments of Business Insurance,
Personal Lines and Specialty Commgéreial and net income for the Property & Casualty business as a whole, Ongoing Operations and
Other Operations. These ratios and measures may not be comparable to other performance measures used by the Company’s
competitors. ' '

i . [

Ongoing Operations earned premium growth - 2006 ' 2005 2004

Business Insurance ' ' ’ ™ ’ 11% 16%
Personal Lines * ° - : ' " ' R 4% 5% 8%
Specialty Commercial ' (12%) - 2% 11%
Ongoing Operations 3% 1% . 12%
Ongoing Operations combined ratio ‘.
Combined ratio before calastrophes and prior year development ' 88.0 89.4 89.7
Catastrophe ratio - ) :
Current year ‘ 1.9 35 55
Prior years [ 1] ' (0.7) 0.1 (3.3
Total catastrophe ratio 1.2 3.6 2.2
Non-catastrophe prior year development 0.1 0.2 34
Combined ratio - - : 89.3 93.2 95.3
Other Operations net income (loss) $ (35) b 71 $ T (45)
Total Property & Casualty measures of net investment income
Investment vield, after-tax 4.1% 4.1% 4.1% .
Average annual invested assets at cost B § 27324 $ 25148 § 23,437

[1] Included in the prior year catastrophe ratio is the net reserve release of (3.1) points related 1o September 11 in 2004.
Year ended December 31, 2006 compared to the year ended December 31, 2005

Ongomg Operations earned pr emium growth

.

e The lower growth ratc in Business Insurance was primarily attributable to a decrease in new business written premium, lower
earned pricing increases in small commcrcnal larger eamed pricing decreases in middle market and higher property catastrophe
treaty reinsurance costs.

. The lower growth in Personal Lines was primarily due to unfavorable chang,es in eamed pricing and the cffect of higher property
catastrophe treaty reinsurance costs. Partially offsetting the lower growth rate was the ‘effect of $31 of catastrophe treaty

' reinstatement premiurn recorded as a reduction of carned premium in 2005 and an increase in new business written premium in

+ . .
" - ‘
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auto and homeowners. During 2006, there ‘was a decline in-carned pnemg increases in homeowners and a change from slight-
. .eamned pricing increases for.auto in 2005 to flat earned pricing for auto in 2006.. . : -

e The decline in Specialty Commercial earned premium primarily resuited from the non-renewal of a smgle captlve insurance
program within specialty casualty that accounted for $241 of earned premium in 2005 and a decrease in specialty property earned
premium, partially offset by the effect of $26 of catastrophe treaty reinstatement recorded as a reduction: of eamed premium in
2005 and a higher growth rate in professional liability, fidelity and surety business.

Ongoing Operations combined ratio P - S ; L : ok .
s For 2006, the combined ratio before catastrophes and pnor aeeldent year developmcnt decreased by 1.4 pomts to 88. 0, driven
largely by the effect of $73 of catastrophe treaty reinstatement premium recorded as a reduction of earned premium in 2005 and an
improvement in the expense ratio. Béfore the effect of feinstatement premium in 2005, the combined ratio before catastrophes and
- . prior accident year development decreased by 0.7 points, prinarily due to a 0.8 point decrease in the expense.ratio and a lower.
« current accident year loss and'loss adjustment expense ratio for workers’ compensation business in small commercial, partially.
offsct by an increase in non-catastrophe property loss costs in middle market and Personal Lines homeowners. The decrease in the
expense ratio was prlmanly dr:ven by a reductlon of $41 for Citizens’ assessments in 2006 and a charge of $64 for szens
assessments in 2005. !

s The decrease in the current accident year catastrophe ratio for 2006 was primarily due to $264 of net losses incurred in 2005 for
. hurricanes Katrina, Rita and Wilma, pamally offset by an, increase in non- humcane catastrophe losses. Catastrophe losses for
2006 included tomadoes and hail storms in the Midwest and windstorms in Texas and on the East coast. '

»  Prior accident year catastrophe reserves were reduced by $70 in 2006 primarily due to $83 of favorable development related to the
2005 and 2004 hurricanes. Net prior accident year development for mon-catastrophe claims was not significant as reserve
strengthenings were largely offset by reserve releases. See the “Reserves” sectlon for a dlscusswn of prior acc1dent year reserve
developmenl for Ongoing Operauons in 2006 : e e

e Ty . I : [T | .

Other Operanom net income (loss) .‘ T ' s o, e . L

. 'Other Operatrons reported a et loss of $35 for 2006 compared to net i mcome of $71 for 2005. The change from net income to a

. net loss was primarily due to a $148 increase in unfavorable prior ; accident year development and a $22 decrease in‘net investment.
income, partially offset by a change to an income tax benéfit in 2006 as a. result of a pre-tax loss in 2006. The $148 increase in
prior accident year development was primarily due to a $243 reduction in net reinsurance recoverables as a result of the agreement
with Equitas and the Company’s evaluation of the reinsurance recoverables. and allowance for uncollectible reinsurance associated
with- older, tong-term casualty liabilities. Partially offsetting the increase in prior accident year development in 2006 was $85 of
unfavorable reserve development for assumed reinsirance in 2005. The $22 decrease in net investment income was primarily due
to lower invested assets as a result of loss and loss ad]ustment expense payments and the reallocation of capltal from Other
Operations to Ongoing Operations.

Investment yicld and average invested assels

* The aﬂcr-tax investment yield remained flat at 4.1% from 2005 to 2006. An increase in the yleld on' investments in fixed
maturities was offset by a décrease in the yield on lrmned partnerships. - b 3 C el -
»  The average annual invested assets at cost increased as a result of net underwriting cash inflows and mvestment income..

Year ended December 31, 2005 compared to the year ended December 31, 2004 o -

Ongoing Operations earned premium growth ™ 7 r

: . .- :

+ Contributing to the decrease in the earned premium growth rate for Business Insurance were lower earned. pricing increases in
small commercial, earned pricing decreases in middle market and a decrease in new business growth, partlaily offset by increased
renewal retention. .

» The decrease in the eamned premlum growth rate for Personal Lines was primarily due to lower eamed prlcmg increases in both
auto and homeowners business, a decrease in premium renewal retention and. a declme in Omni and Other Affinity carned
premium,

o The decline in the Specialty Commercial eared premium growth rate pnmanly resuited from a decrease in property busmess due
to a decline in new busmess and the Company s exit from the multi- perll crop insurance business.

Ongomg Opemuom combined ratio . ‘

. . .
L N B} . : "~ [ R A T

" o Before catastrophes and prior accident year development, the combmed ratio 1mproved from 2004 to 2005 principally due to,
improved current accident year performance for auto bodily injury and workers’ compensatlon claims, partlally offset by the effect’
of an increasc in neon-catastrophe loss costs for property coverages.and an increase in the cxpense ratio, which was largely due to

. the hurricane- related assessments of $64 in 2005, N

«  The decrease in the current accident year catastrophe ratio for 2005 was prlmanly due to $264 of net ]osses mcurred for humcanes
Katrina, Rita and Wilma in 2005 compared to $394 of losses from Hurricanes Charley, Frances, Ivan and Jeanne in.2004.

e Net prior aeeldem year development was not srgmﬁeam in 2005 as reserve strengthenings were largely.offset by reserve releases
In 2004, strcng,themng, of non-catastrophe loss reserves, was almost entirely offset by a release of Catastrophe reserves. Prior
accident year cataslrophe reserves related to Seplembcr 11 -were' reduced by $298 in 2004. Net prior accident year reserve
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increases in 2004 for non-catastrophe losses included $190 for construction defects claims, $38 for small commercial package
business and $25 for auto liability claims. See the “Reserves” section for a discussion of net favorable prior accident year reserve
development for Ongoing Operations in 2006. : ' e,

Other Operauons ne.r income (Ioss)

N Y ‘ ]
s  Other Operations reported net income- of $7l for 2005, compared to anet Ioss of $45 for 2004 Thc change from a net loss 1o net
*\income was-primarily due to a $233 decrease in unfavorable prior accident year development, partially offset by a $62 decrease in
nct investment income and a change to income tax expense due to the pre-tax income in 2005. . The $233 decrease in net reserve
strengthening was primarily due to $181 of unfavorable development in 2004 related to a reduction in the reinsurance recoverable
asset associated with older, long-term casualty liabilities, including asbestos liabilities, as well as $85 more of unfavorable prior
accident year reserve, devclopment in 2004 on assumed reinsurance reserves. ,The $62 decrease in net investment income was
primarily due to lower invested assets as a result of loss and loss adjustment expense payments and the reallocation of capllal from
‘Other Operations 1o Ongoing Operations.

Inveslmen! yield and average invested assets

' ' . -

e 'The after-tax mvestrnent yield of 4. ]% for 2005 was consistent with the after, tax y1eld in 2004 o o .
¢ The average “annual invested assets increased over the same period as a result of. net underwntmg, cash mﬂows and. mvestment
income.

How Property & Casualty seeks to earn income

Net income rs the measure, of prof' it or, loss used in evaluatmg the performance of Tota] Property & Casualty and the Ongoing.
Operauons and Other Operauons segments. Wlthm Ongoing Operations,.the underwntmg segments of Business.Insurance, Personal
Lines and Specialty Commercial, are evaluated by The Hartford’s management, prlmanly based upon underwriting results.’
Underwriting results wrthm Ongomg Opcranons are influenced significantly by earned premium growth and the adequacy of the
Company's pricing. Underwrltmg profi tability over time is also greatly, influenced by the Company's undcrwntmg dlSClplme which
seeks to manage exposure to loss through favorable risk selection and dlvers1ﬁcanon its management of claims, its use of reinsurance
and its ability to manage its expense ratio which it accomphshes through economies of scale and its management of acquisition costs
and other underwrltmg EXPENSCs. -

Pricing adequacy depends on a number of factors, including the ability to obtain regulatory approval for'"rate“changes, proper evaluation
of underwriting ‘risks, the ability to project -future loss cost frequency and severity based on historical loss experience adjusted far
known trends; the Company?s response to rate actions taken by competitors, and expectations about regulatory and legal developments
and expense levels. Property & .Casualty seeks 10 price its insurance policies such that insurance premiums and future net investment

income eamed on premiums received will cover underwriting expenses and the ultimate cost of paying claims reported.on the policies -

and provide for a profit margin. For many of its insurance products, Property & Casualty is required to obtain approval for its premium

rates from state insurance departments. \

H ' B oo .

In setting its pricing,-Property &‘Casualty assumes an expected level of losses from natural or man-made catastrophes that will cover
the Company's exposure to catastrophes over thé- long—term In most vyears, ‘howéver, Property & Casialty's actual losses from
catastrophes will be more or less than that assumed in its pricing due to the significant volatility of catastrophe losses. 1SO defines a
catastrophe loss as'an event that causes $25 or more in industry insured propcrty losscs anhd affects a stgnlﬁcant number of property and
casualty policyholders and insurers.

Given the lag in the period from when claims are incurred to when they are reported and paid, final claim settlements may vary from
current cstimates of incurred losses and loss expenses, particularly when those payments may not occur untii welil into the future.
Reseives for lmcs of business with a.longer lag (or “tail”) in reporting are more difficult to estimate. Reserve estlmates for longer tail
lines are mmally set based on 16ss and loss expense ratio assumpuons “estimated when the business was priced and are adjusted as the
paid and reported claims develop, mdlcatmg that the ultimate loss and loss cxpense rano will differ from the initial assumptions.
Adjustments to prevrously ‘established loss and loss expense reserves, if any, are reflected in underwrmng results in the period i in which
the adjustment is determined to be necessary,

v

The investment return, or yreld on Propeny & Casuaity § mvested assels is an important element of the Company 5 eammgs since
insurance_products’are pr:ced with thé assumptron that’ premiums received can be invésted for a perlod of time before loss and loss
adjustment expenses are paid. For longer tail lines, such as workers’ compcnsatlon and gencral liability, claims are paid over several
vears and, therefore, the premiums received for these lines of business ,can generate s:gmﬁcanl investment ‘income. Due to the
emphasis on preservation of capital and the need to maintain sufficient hqmdlty to. satlsfy claim obligations, the vast majority of
Property’ & Casualty’s invésted assets have been held in fixed maturities, mcludmg, among other asset classes, corporate bonds
municipal bonds, government debt, short-term debt, mortgage -backed securities and asset backed sécurities.

Through its Other Operations segment, Property & Casualty is responsible for managmg opcratlons of The Hariford "that have
discontinued, writing new or renewal business as well as managing the claims related to asbestos and environmental exposures.

T ‘ ) " . . t o, * - . P MRS oy . ', LT
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Definitions of key ratios and measures o
Written and earned premiums

Written premium is a statutory accounting financial measure which represents the amount of premlums charged for policies issued, net
of reinsurance, during a fiscal period. Earned premium is a GAAP and statutory measure. Premiums are considered earned and are
included in the financial results on a pro rata basis overthe pohcy period. Management believes that written premium is a performance
measure that is useful to investors as it reflects current trends in the Company s sale of property and-casualty insurance products.

- Written and earned premium are recorded net of ceded reinsurance premium.

Reinstatement premmms . . K ) e

_ Reinstatement | prcmtum represents additional ceded premlum paid for the reinstatement of the amount of reinsurance coverage that was

reduced as a result of a reinsurance loss payment.

Policies in force as of year end

Policies in force represent the number of policies- with coverage in effect as of.the end of the period. The number of policies in force is
a growth measure used for Personal Lines only and is “affected by both new business growth and premtum renewal retention, 1ncludmg
growth in both AARP and Agency lines of business. )
Written pricing increase (decreme) ‘
PRt . LT, L (L

Written prlcmg increase {decrease) over the comparable period of the prior year includes the impact of rate fi lmgs the impact of
changes in the value of the rating bases and individual risk pricing decisions. A number of factors impact written pricing increases
(decreases) including expected loss costs as projected by the Company’s pricing actuaries, rate filings approved by’state regulators, risk
selection decisions made by the Company’s underwriters and marketplace competition.  Written pncmg changes reflect the property
and casualty insurance market cycle. Prices tend to increaSe for a particular line of business when insurance carriers have incurred
significant losses in that l:nc of business in the recent past or the industry as a whole commits less of its capital to writing exposures in
that line of business. Prtces tend 10 decreaSe ‘when recent loss experience has been favorable or when competition among msurance
carriers increases.

Earned pricing mcrease (decrease)

:

Wntten premiums are earncd over the policy term, which is six months for certain Personal Lmes auto business and 12 months for
substantially all of.the remainder of the Company’s business. Because the Company earns premiums over the 6 to 12 month term of
the policies, earned pricing increases (decreases) Iag wriften prtcmg increases (decreases) by 6 to 12 months.

Premium renewal retention
Premium renewal retention represents the ratio of net written premium in the current period that‘is not derived from new business
divided by total net written premium of the prior period. Accordingly, premium renewal retention includes the effect of written pricing
changes on rencwed business. In addition, the renewal retention rate is affected by a number of other factors, including the percentage
of renewal policy quotes accepted and decisions by, the Company to non-renew policics because of specific policy underwritin;__,
concerns or because of a decision to,reduce premium writings‘in certain Imes of business or states. Premium renewal retention is also
affected by advertising and rate actlons taken by competitors.

Loss and loss adjustment expense ratio .
The loss and loss ad_]ustment expensc ratio is a measure of the cost of claims incurred in the calendar year divided by earned premium
and includes losses incurred for both the current and prior accident years. Among other factors, the loss and loss adjustment expense
ratio needed for the Company to achieve its targeted return on equity fluctuates from year to year based on changes in the expected
investment yield over the claim settlement period, the timing of expected claim settlements and the targeted retums set by management
based on the competitive envirenment. :

The loss and loss adjustment expense ratio s affected by elalm frequency and claim severity, particularly for shorter-tail property lines
of businiess, where the emergence of claim frequency and severity is credible and likely indicative of ultimate losses. Claim frequency
represents the percentage change in the average number of reported claims per unit of exposure in the current accident year eompared
to that of the previous accident year. Claim severlty represents the percentage change in'the estimated average cost per claim in the
cirrent accident year compared to that of the previous accident year. As one of the factors used to determine pricing, the Company’s
practice is to first make an overall asqumptton about claim frequency and severtty for a given line of busmess and then, as part of the
ratemakmg process, adjust the assumption as appropnate for the particular state, product or coverage.

Current accgdem year loss and loss adjustment expense ratzo .

The current year loss and loss-adjustment expense ratio is a measure of the cost of claims incurred in the' current accident year divided
by carned premiums. The current accident year loss and loss adjustment expense ratio includes both the current accident year loss and
loss adjustment expense ratio before catastrophes and the current aceident year catastrophe ratio. Management believes that the current
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accident year loss and 'loss adjustment expense ratio before catastrophes isa pcrf'ormance measure that is useful 1o mvestors as it
removes-the tmpact of volatlle and unpredictable* catastrophe losses and prior accident year reserve development. :

. R

Prior accident year loss and loss adjustment expense ratio S :

The pnor year loss and loss adJustment expense ratto represents the i mcrease (decrease) in, the estimated cost of settling catastrophe and'
non- catastrophe claims incurred in prior ; acc1dent years as recorded in the current calendar .year djvided by earned premiums.

Expense ratio

The expenge ratio is the ratio of underwrmng expenses, excluding bad debt expense, to earned prermums Underwriting expenses
include the amortlzatlon of deferred policy acquisition.costs and i insurance operaling costs and expenses. Deferred policy acquisition
COsts include commlssmns taxes, licenses and fees and other underwriting expenses and are amortlzcd over the policy term.

Pohcyho!der dividehd mtro ! o ’

. ' . .
- -

The poticyholder dtv:dend ratio is the ratio of policyholder dividends to earned'premium. S e !
Combined ratio

The combined ratio is.the sum of the loss and loss adjustment expense ratio, the expense ratio and the policyholder dividend ratio. This
ratio is a relative-measurement that describes-the related cost of losses and expense for every $100 of eamed premiums. A combinéd
ratio below 100.0 demonstrates underwriting profit; a combined ratio above 100.0 demonstrates underwriting losses. Ve

. . ‘
. [ R . LI A .

Catastrophe ratio. . ‘

t - S [ ) . -

The catastrophe ratio (a’componeént of the loss and loss adjustment expense ratto) rcpresents the ratio of catastrophe losses (net of
reinsurance) to earned premiums. A catastrophe is an event thit causes $25 or more in ‘industry insured property tosses and affects a
significant number of property and casualty policyholders and insurers.” By their nature, catastrophe losses vary dramatically from year
to year. Based on the mix and geographic dispersion of prermum written and estimates derived from various catastrophe loss models,
the Company’s expected catastrophe ratio over the long-term .is 3.0 to 3.5 pomts See “Risk Management Strategy” below for a
discussion of the Company’s property catastrophe risk management program that scrves to mitigate the Company’s net exposure to
catastrophe losses. The catastrophe ratio mc]udes the effect of catastrophe losses, but does not mclude the effect of reinstatement
premiums.

. ]
.t . P 4

Combined ratio before catastrophes and prior accident year development

_ The combined ratio before catastrophes’ and prior accident year development represents the combined ratio for the chrrent accrdent
year, excludmg the impact of catastrophes. The Company believes this ratio is an important measure of the trend in proﬁtabtltty smce
it removes the 1rnpact of volattle and unpredictable catastrophe losses and prior accident year reserve development.

Underwriting results.. : Co

Underwriting results is a before-tax measure that represents earned premiums less incurred losses, loss adjustment expenses and
underwriting expenses. The Hartford believes that underwriting results provides irivestors with a valuable measure of before-tax
profitability derived from underwriting activitics, which arec managed separatcly from the Company’s .investing activities.
Underwriting results is also presented for Ongoing Operations and Other Operations. A reconciliation of underwriting results to net

income for Ongoing Operations and Other Operations is set forth in their respective discussions herein.

Investment yié'lc'i '

The investment yield, or return, on the Company’s invested assets primarily includes interest income on fixed maturity investments.
Based upon the fair value of Property & Casualty’s investments as of December 31, 2006 and 2005, approximately 93% and 94%,
respectively, of invested assets were held in fixed maturities. A number of factors affect the yield on fixed maturity investments,
including fluctuations in interest rates and the level of prepayments. The Company also invests in equtty securities, mortgage loans and
limited partnership arrangements.

Property & Casualty's insurance business has been wrilten by a number of writing companies that, under a pooling arrangement,
participate in the Hartford Fire Insurance Pool, the lead company of which is the Hartford Fire Insurance Company (“Hartford Fire™).
Property & Casualty maintains one portfolio of invested assets for all business written by the Hartford Fire Insurance Pool companies,
including business reported in both the Ongoing Operations and Other Operations segments. Separate investment portfolios are
maintained within Other Operations for the runoff of international assumed reinsurance claims and for the runoff business of Heritage
Holdings, Inc., including its subsidiaries, Excess Insurance Company Ltd., First State Insurance Company and Heritage Reinsurance
Company, Ltd Within the Hartford Fire Insurance Pool, invested assets are attnbuted to Ongoing Operations and Other Operations
pursuant to the Company’s capital attribution process.

The Hartford aftributes capital to cach line of business or segment using an internally-developed, risk-based capital attribution
methodology that incorporates management’s assessment of the relative risks within each line of business or segment, as well as the
capital requirements of external parties, such as regulators and rating agencies.
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Net investment income carned on the Hartford Fire invested. asset portfolio is allocated between Ongoing Operations and Other
Operations based on the allocation of invested assets to each segment and the expected investment yields earned by each segment. Net
investment income earned on the separate portfolios within Other Operations is recorded entirely within Other Operations. Based on
the Company's method of allocating net investment income for the Hartford Fire Insurance Pool and the net investment income eamed
by Other Operations on its scparate. investment portfolios, in 2006, the after-tax investment yicld for Ongoing Operations was 4.2% and
the after-tax investment yield for Other Operauons was 3.9%.

Net realized capital gains ( losses)

When fixed maturity or equity’ investments are 'sold, any gain or loss is reported in net realized capital gains (losses). Individual
securities may be sold for a variety of reasons, including a decision to change the Company s asset allocation'in response to market
conditions and the need to liquidate funds to meet large claim setilements.’ Accordingly, net realized capital gains (losses) for any
particular period are not predictable and can vary significantly. [n addition, net realized capital gains (losses) include the pre-tax loss
from the sale of Omni (sce Ongoing Operations segment MD&A for further discussion). Refer to the Investment section of MD&A for
further discussion of net investment income and net realized capital gains (Iosses) : - . ;

Reserves

Reserving for property and casualty losses is an estimation process. As additional experience and other relevant claim data become

available, reserve levels are adjusted accordingly. Such adjustments of reserves related to ¢laims incurred in prior years are a natural-.

ocecurrence in the loss reserving process and are referred to asi‘reserve development”. "Reserve development that increases previous
estimates of ultimate cost is called “reserve strengthening”. Reserve development that decreases previous estimates of ultimate cost is
called “reserve releases”. Reserve development can influence the comparability of year over year underwriting results and is set forth
in the paragraphs and tables that follow. The “prior accident year development” in the following table represents the ratio of reserve
development to carned premiums. For a detailed discussion of the Company’s reserve policies, sce Notes 1, 11 and 12 of Notes to
Consolldated Financial Statements and the dlscussmn in Critical Accountmg Estimates.

Based on the results of the quarterly reserve review process, the Company determines the appropriate reserve adjustments, if any, to

record. Recorded reserve cstimates are changed after consideration of numerous factors, including but not limited to, the magnitude of
the difference between the actuarial indication and the ‘recorded reserves, improvement or deterioration of actuarial indications in the
period, the maturity of the accident year, trends observed over the recent past and the level of volatility. within a particular line of
business. In general, changes are made more quickly to more mature accident years and less volatile lines of business. For information
regarding reserving for asbcstos and environmental claims within Other Operations, refer to the Other Operations segment discussion.

As part of its quartcrfy reserve review process, the Company is closely monitoring reported loss development in certain lines where the
recent emergence of paid losscs and case reserves could indicate a trend that may eventually tead the Company to change its estimate of
ultimate losses in those lines. If, and when, the emergence of reported losses is determined to be a trend that changes the Company’s
estimate of ultimate losses, prior accident year reserves would be ad_]ustcd in the period the change in estimate is made. For example,

for both Personal Lines homeowners’ ctaims and Business Insurance workers” compensation claims, during the latter half of 2006 there
was an increase in severity in reported losses for recent accident years.” While it is too carly to tell whether this increase in severity
constitutes a reliable trend, if reported losses continue to emerge.unfavorably in 2007, prior accident year reserves may be strengthened.
For Personal Lines auto liability claims, the Company's estimates of ultimate losses include assumptions about frequency and severity
trends. Thesc assumptions arc updated each quarter as the Company’s-actuarics complete a review of reserves. During 2005 and 2006,
these updates resulted in improvements in estimates of both frequency and severity trends and, as a result, the Company released
reserves in the first, second, and fourthquarters of 2006. If, during 2607, frcqucncy and severity trends continue to improve and the
development of reported losses indicates that the assumptlons made in the prior reserve review are too high, prior accndem Years may
develop favombly )

v
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A rollforward of liabilitics for unpaid losses and loss adjustment expenses by segment for Property & Casualty for the year ended
December 31, 2006 follows:

For the year ended December 31, 2006
Business Personal Specialty Ongoing Other Total
Insurance Lines Commercial _Operations Operations P&C

Beginning liabilities for unpaid losses: . . .
and loss adjustment expenses-gross  $. 7,066 $ 2,152 $ 6,202 § 15420 $ 6846 § 22,266

Reinsurance and other recoverables 709 . - 385 2354 3,448 1,955 , 5,403
Beginning liabilities for unpaid losses . . - - .
and loss adjustment expenses-net 6,357 1,767 3,848 11,972 . 4,891 - 16,863

Provision for unpaid losses and loss
adjustment expenses

Current year - _ 3,127 2,516 - 1,063 . 6,706 .' - 6,706
Prior ycars , __(e1) (38) - 35 ) - 360 L. 296
~ Total provision for unpald losses and . . .
loss adjustment expenses . 3,066 2,478 . " 1,098 6,642 360 7,002.
Less: Payments " ; (2,279 (2,309) - (727) . (5315 - (835) (6,150)
Less: Net reserves of Omni business sold L (1) - — (1D — (i
Ending liabilities for unpaid losses and . L . . K ]
loss adjustment expenses-net . 7,144 1,825 4,219 13,188 4,416 17,604
Reinsurance and other recoverables - 650 . 134 T 2,303 3,087 1,300 . 4,387
Ending liabilities for unpaid losses and . ) o - ) .
loss adjustment eXpenses-gross $ 7,799 § 1959 8 6,522 $ 16,275 $ 5716 § 21,991
Earned premiums § S118 8§ 3,760 5 1,550 % 10,428 5 5 10433
Loss and loss expense paid ratio [i] 44.6 61.4 "46.8 - 51.0° : T e
Loss and loss expense incurred ratioc ~~ ~ 59.9 ' 659 , U708 0 " 637 e
. Prior accident year development (pts.) [2] {1.2) (1. O) 23 (0.6)

[1] The “loss and loss expense paid ratio ™ represents ihe ratio of paid loss and loss adjustment expenses to earned premiums.
[2] “Prior accident vear development (pis) " represents the ratio of prior accrdem year deue!apmem fo earned premiums.

Pnor aCCIdcnt year developmcnt reeorded in 2006

Included 'within pnor aeeldent year devclopmcnt for the year ended’ Deeember 31, 2006 were the followmg reserve strengthenings
(releases) " ) ‘ o

.

SR cro e : Business Persanal ' Speeialty - Ongoing Other Total
oo - .« ™« Insurance ' Lines Commercial Operations Operations  P&C
‘Net releasc of catastrophe loss reserves for 2004 _ ; . . o
" and 2005 hurricanes -~ $§ 29s (23) $ -(35) " % (83) 5 — 3 (83)
Release of Personal Lines auto-llablhty reserves - - % i . : : -
“for accident year 2005 — - (31) o — s 30 v— (3N

Strengthening of Personal Lines auto Lability c e
reserves for claims with exposure in £XCESS of . S , .
policy limits . - W — . 30 — 30 Lo, 30
 Release of Business [nsurance allocalcd loss - . :
adjustment expense reserves for workers” - . R
- compensation and paekagc business for | - . . - o '
accident years 2003 to 2005 o B 1) — — _(58) — (58)
. Release of Personal Lines auto liability reserves. _ _ . ,
for accident year 2003 to 2005 . — (22) — (22) — (22)
Strengthening of Specialty Commercial
construction defect clalm reserves for accident - : . ‘
years 1997 and prior * o — — 45 45 - 45
'Strengthenmg of Specialty: Commercml workers ) - :
compensatlon allocated loss adjustment cxpense

reserves” - — — 20 20 = 20
Effect of Equitas dgreement and strengthemm, of e ' '
allowance for uncollectible reinsurance — — - — » 243 243
Strengthening of environmental reserves — — — — 43 43
Other reserve re-estimates, net [1] 22 8 5 ©35 74 109
Total prior accident year development for the )
_year ended December 31, 2006 $- 61) $ (38) 8 a5 $ (64) $ 360 S 296

[1] Includes reserve discount accretion of $32, including $14 in Business Insurance, $11 in Specialty Commercial and 87 in Other Operations.
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Durtng the year ended December 31, 2006, the Company’s reestimates of prior aCCIdent year reserves included the followmg
significant reserve changes.

Ongoing Operations - L

Released net resérves related to priof year hurricanes by a total of $83, including $57 for hurricanes Katrina and Rita in 2005 and
$26 for hurricanes Charlcy, Frances and Jeanne in 2004. Initial reserve estimates for the 2005 and 2004 hurricanes were higher
because of the difficulty claim adjusters had in accessing the most significantly impacted areas and initially higher estimates of the
cost-of building materials and contractors due to*“demand surge”: As the reported claims have matured; the estimated settlement
value of the claims has decreased from the initial estimates. The ultimate estimate for hurricane Katrina was increased in the first
quarter of 2006 because of higher than expected claim reporting, particularly in Personal Lines. Net loss reserves within Specra]ty
Commercial decreased, primarily because hurricane Katrina losses on specialty property business were reimbursable under a -
specialty property reinsurance treaty as well as under the Company’s principal property catastrophe reinsurance program. - After the
first quarter of 2006, Katrina new claim intake abated and settlement percentages increased, resulting in a reduction of teserves in
the last nine months of 2006. In addition, the rate of newly reported compensable claims for Rita and the 2004 hurncanes was less
than expected, resulting in a reduction of reserves for these humcanes see o v

Relcased Persorial Lines auto liability reserves by $31 related to the fourth accident quarter of 2005 as a resilt of better than
expected frequency trends. During the third and fourth quarter of 2005, the Company had reduced the 2005 accident year loss and
loss adjustment expense ratio for Personal Lines auto liability claims related to the first three accident quarters of 2005, Favorable
frequency for the fourth accident quarter of 2005 emerged during the fourth quarter of 2005, However“the Company did not
release reserves at that time, since reserve indications at only three' months of development were’ not re]tab[e The Company
relcased reserves in 2006 after further development indicated that early indications of reduced frequency Were representative of a
real trend. The $31 reserve release represented 2% of the Company § net reserves for Personal Lmes auto ltabtltty claims as of
December 31, 2005. -

Strengthened reserves for personal auto liability claims by $30 "due 10 an incréase in estimated severity on clatms where the
Company is exposed to losses in excess of policy limits. From thé Company s reserve review during.the first quarter of 2006, the
Company determined that the facts and circumstances necessitated an increase in the reserve estimate. The $30 of reserve .
strengthening represented 2% of the Company’s net reserves for Personal Lines auto liability claims as of December 31, 2005.

Released Business Insurance allocated loss.adjustment expense reserves by $58 for. accident years 2003 to 2005, primarily for

‘workers’ compensation business and package business, as a result of cost reduetton initiatives tmplemented by the Company to

reduce allocated loss adjustment expenses for both legat and non-legal expenses. The Company began implementing cost
reduction initiatives in late 2003. It was initially uncertain what effect those efforts would have on controlling allocated loss
adjustment expenses. During 2004, favorable. trends started to emerge, parttcularly on shorter-tailed auto liability claims, but it
was not clear if these trends would be sustained. In early 2005, favorable trends continued and the Company analyzed claims
involving legal expenses separate from claims.that do not involve legal expenses. This analysis included a review of the trends in
the number of claims involving legal expenses, the average expenses.incurred and trends in legal expenses. During the second
quarter of 2005, the Company released allocated loss adjustment expense reserves on shorter-tailed auto liability claims as the
favorable trends on shorter-tailed business emerged more.quickly and were determined to be reliable. During both the second and
fourth quarter of 2006, the Company determined that the favorable development on package business and workers’ compensation
business had become a verifiable trend and, accordtngly, reserves were reduced. The $58 reserve release represented 1% of
Business Insurance net reserves as of December 31, 2005. Coe ' Lo

Released Personal Lines auto liability reserves related to AARP and other affinity business by $22. AARP auto ltabtltty reserves
for accident year 2004 were reduced as a result of favorable loss cost severity trends. AARP auto liability severity, as measured by
reported data, began declining in 2005; however, the Company was uncertain whether this trend would prove persrstent over time
since paid loss data did not support a decline. During the second quarter of 2006, the Comipany determiried that all the metrics
supported a decline in severity estimates and, therefore, the Company released reserves. Auto liability reserves for other affinity
business related to accident years 2003 to 2005 were reduced to recognize favorable developments in loss costs that have emerged.
The $22 reserve release represented 1% of the Company’ 'S net reserves for Personal Lmes auto Itabtltty claims as of December 31,

2005. o '

Strengthened Specialty Commercial constructton defect claim reserves by $45 for acc:dcnt years 1997 and prior as a result of an
increase in claim severity trends. In 2004, two large construction defects claims were reported, but these were not viewed as an
indication of an increase in the severity trend for all claims. In 2005, two additional large cases were reponed Management
performed an expanded review of construction defects claims in the second quarter of 2006. Based on the expanded review and
additional reported claim cxperience, management concluded that reported losses would likely continue at a higher level in the
future and this resulted in strengthening the recorded reserves. The $45 of reserve strengthening represented 16% of the
Company’s net reserves for Specialty Commercial property claims as of December 31, 2005.
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¢  Strengthened Specialty Commercial workers’ compensation allocated-loss adjustment expense reserves by $20 for loss adjustment

) expense payments expected to emerge after 20 years of development. During 2005, the Company had done an in-depth study of

loss payments expected'to emerge after 20 years of development At that time, it was believed that allocated loss adjustment

expenses for a particular subset of business (primary policies on national accounts business) developed more quickly than altocated

loss adjustment expenses for smaller insureds and that a similar reserve strengthemng for national accounts business was not

required. During the second quarter of 2006, the Company's reserve review indicated that the development pattern for this

business should be adjusted to be more consistent with that for smaller insureds. Because the Company has written very little of

this business in recent yeafs, the mcrease in reserves affects accident years 1995 and prior. The $20 of reserve strengthening
represented 1% of the Company s et reserves for Specialty Commercial workers’ compensatton clatms as of December 3 l 2005. -

¥ . g | . A ' ]

Other Operanons c - ' . S

S Reduced the reinsurance recoverable asset associated with older, longer-term casualty liabilities by $243. The Company reviewed

second quarter 2006. As a result of this study, and the outcome of an agreement that resolved, with minor exception all of the
Company’s ceded and assumed domestic reinsurance exposures w1th Equ1tas Other Operations recorded prior accldent year
deve!opment of $243. T . :

o Strengthened environmental-reserves by $43-as a result of an enwronmental reserve evaluation completcd in the third quarter of
2006. As part of this evaluation, the Company reviewed all of its domestic direct and assumed reinsurance accounts exposed to
environmental liability. The Compan'y also cxamined its London Market expdsures for both diréct insurance and assumed
reinsurance. “The Company found estimates for individual cases changed based upon ‘the" pamcular crreumstances of redch
account, although the review found no underlymg cause or change in the claim environment. The $43 of reserve strengthemm=

’ represented 2% of the Company s net reserves for’ asbestos and environmental clarms as of December 31,2005 )

vy N T . ) LR ]

A ro]lforward “of ltabtl:tles for unpard losses and ]oss adjustment expenses by segment for Property & Casualty for the year ended
December 31,2005 fo]lows o :
For the year ended December 31, 2005 o

.. Business - Personal Specialty .. Ongoing .Other . . Total

a0 ’ . - Insurance - Lines Commercial - Operations - Operations - : p&C

Beginning liabilities for unpaid losses- . . . e Co o R
and loss adjustment-expenses-gross - $ 6,057 .°% 2,000 - § - 5519--% : 13,576 $ 7,753 $ 21,329

Reinsurance and other recoverables’ c 474 190 . 2,091 L7 2,755 .~ T 2,383 . 5,138
Beginning liabilities for unpaid losses oo e : e T : n '
and loss adjustment expenses-net - - 5583 - -ES810 - 3428 10,821°. 5370 16,191

Provision for unpaid losses and loss
adjustment expenses | . . . . ' _ ‘ o o
Current year .. 2949 | 2 389 ’ 1 377 6,715 | - . 6,715

the reinsurance recoverables and allowance for uncollectible reinsurance associated with older, long-term casualty liabititics in the
I
|

‘Prior years - i Lo 22 (95) " " 109 J, 36 212 248
Total provision for.unpaid Iosses ‘and ’ o . Lo - o
loss adjustment expenses . | ., 297] L 2,2“)4 . 1,486",_' . 6,751 ] b 6,963
Less: Payments | _ . (2 197).  (2,337) . (1,066) (5,600) (691) (6,291)
Ending liabilities for unpald losses and e .o, . L C i I
. loss adjustment expenses-net 6,357 1,767 3,848 11,972 4,891 16,863
. Reinsurance and other recoverables - 709 385 2,354 3,448 1,955 5,403
~ Ending liabilities for unpaid losses and ) y
loss adjustment expenses-gross $§ 7066 S 2,152 - § 6,202 § 15420 $ 6,846 § 22,266
, Earned premiums : $ 4785 §$ 3610 $ 1,757 § 10,152 $ 4 $ 10,156
Loss and loss expense paid ratio [1] 459 ., 648 606 . 55.1 e i
Loss and loss expense incurred ratio 62.1 63.6 84.6 66.5 ' K
Prior accident year development (pts.) [2] . 0.5 (2.6) 6.2 (.4

[1] The “loss and loss expense paid ratio ” represents the ratio of paid loss and loss adjustment expenses to earned premiums.
[2] “Prior accident year development (pts) "’ represents the ratio of prior accident year development to earned premiums,
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2005 accident vear catastronhc qus and loss adjustment expcnqes record in 2005

In 2005, the current accident ycar provision for loss and !oss adjustment cxpcnscq of $6.7 billion included net catastrophe loss and loss
adjustment expenses of $351, of which $264 rclatcd to hurricanes Katrina, Rita and Wilma, The fot]owmb table shows current accident
year catastrophe impacts in 2005 including reinstatement premium owed to reinsurers:

Year Ended December 31, 2005 _ _
Business  Personal Specialty Ongoing Other Total
Insurance _ Lines Com'merciz}l Operations  Operations  P&C

. '

Gross incurred loss and loss adjustment

expenses for current accident year 5 3 $ 39%4 3 594 $ 1,325 5 —  $1,325
catastrophes '
Ceded loss and loss adjustment expenses for v o . . e .
current accident year catastrophes’ ) L 248 296 - . . 430 974 . L= 974
Net incurred loss and loss adjustment * . ‘ ' R ot - .
expenses for current accident year- . ) T . v ' .
catastrophes 3 89 $ 98 5 164 3 351 $ — '$ 351
Reinstatement premium ceded to reinsurers = $ . 16 $ 3 3 26 ¢ $.. . 73 5 — § 7

A significant pomon of thc gross incurred loss and loss ad)ustmem cxpenscs are recovcrable from reinsurers under the Company’s
principal catastrophe reinsurance program in addition to other reinsurance programs. Reinsurance recoveries,under the Company’s
principal catastrophe remsurancc program, Whi(.h covers multiple lines of business, are allocated to the segments in accordance with a *

.prc-uslabhshed methodology thdt is consistent with the method used to allocate the ceded prcmlum to cach segment. In addition to its

retention, the Company has a co-participation in the losses ceded under the prmmpal cataslrophe reinsurance program, which varies by
Idycr and_is recorded in Specialty Commercial. In the third and fourth quarters of 2003, the Company reinstated the limits under its
reinsurance programs that were exhausted by hurricane Katrina and Wilma, resulting in additional ceded premium of §73, which is
reflected as a reduction in earned prem:um

i
‘

Net current accident year catastrophe-losscs decreased by $171, from $522 in 2004 to $351 in 2005, as the increase in ceded
catastrophe losses exceeded the increase in grdss catastrophe losses, While gross current accident year catastrophe losses increased by
3514, from $811 in 2004 to §1,325 in 2005, ceded current accident year catastrophe losses increased by $686, from $288 in"2004, to -
$974 in 2005. The amount of gross losses ceded.to reinsurers depends, in large part, on the extent to which gross losses incurred from a
single event excced the Company’s attachment point under its principal catastrophe reinsurance program Compared 10 the hurricanes
of 2004, the individual hurricancs in 2005 significantly cxceeded the attachment point, resulting -in greater reinsurance recoveries.
Most-of the current accident ycear catastrophe losses ceded in 2004 related to hurricanes Charley and Francis. Most of the current
accident year catastrophe losses ceded in 2005 related to humcanes Katrina and Wilma.

R

The Company’s estimate of loss and loss expenses under hurricanes Katrina, Rita and Wilma is based on coveréd losses under the
terms of the policies. The Company does not provide residential flood insurance on its Personal Lines homeowners policies so the
Company’s estimate of hurricane losses on Personal Lines homeowners business does not include any ‘provision for damages arising
from flood waters. The Company acts as an administrator for the Write Your Own flood program on beéhalf of the National Flood
Insurance Program under FEMA, for which it earns a fee for collecting premiums and processing claims.” Under the program, the
Company services both personal lincs and commercial lines flood insurance policies and does not assume any underwriting risk. As a
result, Latastropht Iosscs in the above table do not include any losses related to the Wruc Your Own flood program. .t
] :

¢ . e N . . P
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Pri'or accident-'vear development recorded in 2005~ i - - '.s o P . . - .

v

Included w1th1n prior accident year development ‘for the year ended Deccmber 31, 2005 were the- lollowmg, rescrve strcnglhcnmgs
(releases)

1 - N .
[ . N ' ' . . '

. Ca : S . -Business Personal - . Specialty Ongoing - Other Total
e gt C : Insurance Lines ..Commercial Operations  Operations - P&C
Strengthening of workers” compensation reserves for' ' . - A S : '
claim payments expected to emerge after 20 years

of development $ 50 § — h) 70§ 120§ — 120
Release of 2003 and 2004 acc1dent year workers’ ) '

compensation reserves (7% — 7. — S ) — . (75
Release-of reserves for allocated loss adjustment . ' ‘ - C P Co

expenses : N (25) - (95) - = (120) — 7 {12m
Strengthening of géneral ltabthty reserves in® ¢t ¢ ) R C e T T e

Business Insurance . o 40 ° — — ' 40 — e e 40
Strengthening of reserves for 2004 humcanes 20 9 4 33 — 33
Strengthening of assumed casualty reinsurance o . _ )

reserves - . = — - - = 83 - 85
Strengthening of environmental reserves L — — — o — 37, 37
Other reserve reestimates, net [1] A ) 35 38 | 90 128
Total prior accident year development for the . '
_year ended December 31,2005 .. ., $ 4+ 22.% . (95  § 109. % 36 § 212 % 248

[1] Includes reserve discount accretion of $30, including $13 in Business Insurance, 310 in Specialty Commercial and $7 in Other Operativns.- ‘

During the year ended December 31, 2005 the Company s re-estimates,of- pt’lOl‘ accident year reserves included the following

significant reserve changes. . _ . . ' -

Ongo ing Opemlions )

. Strengthened workers’ compensation reserves for claim payments expected to emerge “after 20 years of development by $120. For
workers’ compensation claims involving permanent disability, it is particularly difficult to estimate how such claims will develop:
more than 20 years after the year the claims were incurred (known as “the tail”). During 2005, the Company’s actuatics performed-
an actuarial study to re-estimate the required reserves for additional development beyond the 20th year following a claim being
incurred. .This study involved gathering cxtensive historical data dating back over 50 years which could be used for making these
estimates and incorporated modeling using actuarial techniques that have recently been developed within the actuarial profession.
Based on the resulis of this analysis the Company changed its*previous estimate and increascd the percentage of ultimate claim
costs expected to be paid after 20 years of development. -As an example, within Business Insurance this development percentage
was increased from 8% to 9%. The $120 of reserve strengthening represented a change'in estimate which was 3% of thc
Company’s net resérves for workers” compensation claims as of December 31, 2004. T

e  Released reserves for workers’ compensatlon losses in Business Insurance on accident years 2003 and 2004 by $75. The state of
California instituted reforms to its workers™-compensation laws that began in 2003 and continued through 2005. In addltlon in'this
same time frame, the Company was taking underwriting actions to improve workers’ compensauon underwrltmg performance.
Management recognized that the combination' of the Company’s underwriting initiatives and the state'of Califomia changes could,
over time, improve the Company’s workers’ compensauon experience. Verification of this improvement as a probable® outcome,
however, would require sufficient supporting evidence. While there appeared to be some favorable trends.energing in late 2004 -
with respect to accident year 2003 and while early indications on accident year 2004 were favorable, senior reserving actuariés and’
senior management were uncertain that these favorable trends were real and would be sustained: Insthe third Quarter of 2005,
management concluded that sufficient evidence existed in the ‘actuarial data and methods to support a rclease of reserves.  The
actuarial work was further supported by a review of underwriting metrics, supporting the effectiveness of the actions taken, and by
discussions with claim handlers involved with the California workers’ compensation business. - The $75 reserve relcase represented
a change in estimate which was 2% of the Company’s net reserves for workers’ compensation claims as of December 31, 2004,

s Released prior accident year reserves for allocated loss adjustment expenses by $120, largely as the result of cost reduction
initiatives implemented by the Company to reduce allocated loss adjustment expenses for both legal and non-legal expenses as
well as improved actuarial techniques. The improved actuarial techniques included an analysis of claims involving legal expenses
separate from claims that do not involve legal expenses. This analysis included a review of the trends in the number of claims
involving legal expenses, the average expenses incurred and trends in legal expenses. The releasc of §95 in Personal Lincs
represented 5% of Personal Lines net reserves as of December 31, 2004.

s Strengthened general liability reserves within Business Insurance by $40 for accident years 2000-2003 due to higher than .
anticipated loss payments beyond four years of devélopment. The $40 reserve strengthening reprcscnlcd 2% of the Company’s net
reserves for general liability claims as of December 31, 2004 .
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Strengthened reserves for loss and loss adjustment expenses related to the third quarter 2004 hurricanes by a total of $33. The
main drivers of the increase were late- reportcd claims for condominium assessments and increases in the costs of building
materials and contracting services. ‘

Within the Specialty Commercial segment, there were other offsetting positive and negative "adjustments to prior accident year
reserves. The principal offsetting adjustments were a release of reserves for directors and officers insurance related to accident

.years 2003 and 2004 and strengthening of prior accident year reserves for contracts that provide auto financing gap coverage and

auto lease residual value coverage; the release and offsctting strengthening were each approximately $80.

Other Operations

Strengthened assumed reinsurance reserves by $83, principally for accident years 1997 through 2001, In recent years, the

Company has seen an increase in reported losses above previous expectations and this increase in reported losses contributed to the

reserve re-cstimates. Assumed reinsurance exposures are inherently less predictable than direct insurance exposures because the
Company may not receive notice of a reinsurance claim until the underlying direct insurance claim is mature. The reserve
strengthening of $85 represents 6% of the 3t 3 billion of net Reinsurance reserves within Other Operations as of December 31,
2004,

Strengthened environmental reserves by $37 as a result of an environmental reserve evaluation completed during the third quarter

* of 2005. While the review found no underlying cause or change in the claim environment, loss cstimaics for individual cases

changed based upon the particular circumstances of cach account. The $37 of reserve smngthcmng represcmed 1% of the

-Company’s net reserves for asbestos and environmental claims as of December 31, 2004,

A rollforward of liabilities for unpald losses and loss adjustment cxpenses by segment for Property & Caqualry for the year ended

December 31, 2004 follows: - .
A _ For the year ended December 31, 2004 - ‘
Business Personal . Specialty Ongeing Other * Total
Insurance Lines Commercial Operations Operations [1] P&C

Beginning liabilities for unpaid losses ‘ .
. and loss adjustment expenses-gross $ 529 - % 1,733 $ 5148. § 12,177 § 9538 ' § 21,715

Reinsurance and other recoverables 395 ] 43 2,096 2,534 2,963 ) 5,497
Beginning liabilities for unpaid losses : ) . ' Co '
and loss adjustment expenses-net . 4,901 1,690 . 3,052 9,643 6,575 16,218
Provision for unpaid losses and loss : o
adjustment expenses. . oo Ce A : .
Current year . . 2,700 2,509 . 1,345 6,554 36 : 6,590
. Prior years : -{67) . 3 . 69 5 409 414
Total provision for unpaid losses and loss , . )
adjustment expenses 2,633 2,512 . 1,414 - 6,559 . 445, © 7,004
_Payments [1] T (1,951) (2,392 (1,038) . {5,381) (1,650) (7,031)
Endlng liabilities for unpaid ]osses and _ o - L L
loss adjustmcn_tcxpcnses-net \ : 5,583 1,810 . 3428 . 10,821 5,370 . 16,191
- Reinsurance and other recoverables . 474 190 2,091 2,755 2,383 5,138
Ending liabilities for unpaid losses and . . . . ' .
loss adjustmeht CXPEnses-gross . $ 6057 § 2000 § 5519 $ 13576 § 7,753 - § 21,329
Earned premiums , . .8 4299 § 3445 5. 1,726- % . 9470 § 24 .5 9,494
Loss and loss expense paid ratio {2] . 454 694 . .~ 599 56.8 ;
Loss and loss expense incurred ratio oL :61.2 72.9 81.9 659.3
Prior accident year development (pts.) 31, . .(1.6) 0.1. 40 0.1

[1] Other Operations included payments pursuant to the MacArthur settlement.
f2] The ‘foss and loss expense paid ratio” represents the ratio of puid loss and loss adfustment expemes‘ to earned premiums.
[3] "“Prior accident year detdupmem (pts}” re epresents the ratio of prior accident year development to earned premiums.

» '
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2004 accident vear catastrophe loss and loss adjustment expenses recorded in 2004

In 2004, the current accident year provision for loss and loss adjustment expenses of $6.6 billon included net catastrophe loss and loss
adjustment expenses of $523, of which $394 related to hurricanes Charley, Frances, Ivan and Jeanne. Gross of reinsurance, current
accrdem year. catastrophe losses were $811. ) '

The Company s estimates ‘of net loss and loss expenses arising from hurricanes Chartey, Frances,.lvan and Jeannc were based: on
information from reported claims and estimates-of reinsurance. recoverables on ceded losses. In-the third quarter of 2004, the Company
reinstated the Itmlts under its Teinsurance programs that were cxhausted by the 2004 hurncanes resulting in additional ceded premium
of 317, Wh]Ch was Teflected as a rcductlon in eamed premlum ‘

Prior accrdem year developmem recorded in 2004 . . -

Included within prior accrdent year development for the year ended December 31, 2004 were the followmg reserve strengthenmgs
(releases).

Year Ended December 31,2004

Business Personal . Specialty Ongoing Other Total
‘Insurance Lines Commercial QOperations . Operations P&C
Release of Sepiember 11 reserves -8 (175 § (.S (116) $ (298) § . (97 - § . (395)
Strengthening of reserves for construction } - . :
defects claims . 23 — 167 190 . —_ 190
Strengthening of reserves for auto habrllty and
package business : oo 63 T — T — 63" — ' 63
Reduction in the reinsurance recoverable asset  * e v o S
associated with older, long-term casualty - o T : ' o
liabilities! including asbestos liabilities - o= — — Co—- 181 - 181°
Strengthening of environmental reserves T = —— : — — *75 75
Strengthening of reserves for assumed casualty T o ' C
reinsurance — — - — — <170 170
Other reserve re-cstimates, net [1] 22 10 18 50 80 . 130
Total prior accident year development for . '
the year ended December 31, 2004 $ (67) 3 3 3 - 69 % 5 §. 40 b 414

[1] Includes reserve discount accretion of 829, r'nc!uding 813 in Business Insurance, 310 in Specr‘alrv Commercial and 36 in Other Operariom

During the year ended December 31, 2004, the Company s re-estimates of pnor acc1dcrn year reserves included the followmg
significant reserve changes.

Ongoing O;Jeralifms ) . A _ ‘ : : ‘ : .

* ' Released September 11 net reserves by’ $298 diie to favorable’ deve]opments in 2004, mcludmg the closure of primary insurance
property cases, a high-participation rate within the Victim’ s Compensanon Fund and the cxplranon of the deadline for filing a-
liability claim in March 2004.

¢ Strengthened reserves for construction defects clarms by $]90 rcpresentmg ll% of the Company’s $1. 8 bllhon of net reserves for

" general habthty claims as of December 31, 2004. The Company’s construction defects claims, which relate prlmarlly o acc1dent
years prior to 2000, experlenced mcrcasmg seventy, particularly dué to losses from contractors in California. )

»  Strengthened auto Irablirty reserves by $25 and package business reserves by $38 related to accident years 1998 to 2002 as actual
reported losses were “above previous expectations, In particular, the Company obscrved a higher frequency of large claims,
(generally those greater than $100,000) than had been anticipated in prior estimates. | The auto liability reserve strengthening of
$25 represented 1% of the Company’s net reserves for autg liability claims as of December 31, 2004 and the package business
réserve strengthening of $38 represented 3% of the Company s net reserves for package business as of December 31, 2004. )

¢ Within the Specialty Commercial segment there weére other offsetting positive and negative adjustments. ‘The principal offsetting
. adjustments related to a strengthening in specialty large deductible workers’ compensation reserves and a release in other liability
reserves, cach approximately $150. .

Other Operations . .

» Reduced the reinsurance recovcrable asset assocrated with older, long- term casualty lrabrlrtles mcludmg asbestos labilities, by
S181. Strengthened environmental reserves by §75.. ,

s  Strengthened reserves for assumed casualty reinsurance by $170 prlmanly related 10 assumed casualty treaty reinsurance for the
years 1997 through 2001. The $170 of strengthening represented 13% of the $1.3 billion of net Reinsurance reserves as of
December 31, 2004;  In recent years, the-Company had seen an increase in reported assumed remsurance claims above previous
expectations and this increase in reported claims contributed to the reserve re-estimates. '

e Released Scptember 11 net reserves by $97 due to favorable developments, including a lack of srgmﬁcant addmonal loss nouces
on assumed reinsurance property treaties. <o _ o
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Impact of Re-estimates

As explamcd in connection with the Company’s dtscussmn of -Critical Accounting .Estimates, the establishment of Property and
Casualty reserves is an estimation process, using a varicty of methods, assumptions and data elements. Ultimate losses may vary
significantly from the current estimates. Many factors can contribute to these variations and the need 1o change the previous estimate
of required reserve levels. Subscquent changes can gencrally be thought of as being the result of the emergence of additional facts that
were not known or anticipated at the time of the prior reserve estimate and/or changes in interpretations of information and trends.-

The table below shows the range of annual Teserve re- -estimates experienced by The Hartford over the past six years. The amount ot"
prior accident year development (as shown in the reserve rollforward) for a given calendar year is expressed as a percent of the
beginning calendar year reserves, net of reinsurance. The percentage relationships presented are significantly influenced by the facts
and circumstances of each particular year and by the fact that only the last six years are included in the range. Accordingly, these
percentages are not interided to be a prediction of the range of possible future variability. ' See “Impact of key assurmnptions on. reserve
volatility” within Critical Accounting Estimates for further discussion of the potential for variability in recorded loss reserves.

Business ' Personal Specialty  Ongoing Other Total.
- st - " Insurance Lines " Commercial Operations Operations P&C
Range of prior accident year development for the six ' B
__Years ended December 31, 2006 [1] {2] (1.4-05 (52)-5.1 .8 -3.2 (G.5)- 1.4 2.9-675 1.2-21.5

{1] Bracketed prior accident year development indicates favorable development. Unbracketed amounts represent unfavorable development.
{2] Before the reserve strengthening for asbestos and environmental reserves over the past ten years, reserve re-estimates for total Property &

Casualty ranged from (3.0%3) 10 1.6%.

The potential variability of the Company’s Property & Casualty reserves would normally be expected to vary by segment.and the types
of loss exposures insured by those segments. Illustrative factors influencing the potential reserve variability for each of the segments
arc discussed under Critical Accounting Estimates. In general, over the long terin, the Company would expect the variability of its
Personal Lines reserve estimates to be relatively less than the varability of the reserve estimates for its other property and casualty
segments. The Company would expect the degree of variability of the remaining segments’ reserve estimates, from lower variability to
higher variability, to be generally Business Insurance, Specialty Commercial, and Other Operations. The actual relative variability .
could prove to be different than anticipated.

Risk Management Strategy .

. s . - [}
The Hartford's property and casualty operations.have processes to manage catastrophic risk exposures to natural disasters, such as

hurricanes and earthquakes, and other perils, such as terrorism. The Hartford’s risk management processes include, but are not limited

to, disciplined underwrltmg protocols, exposure controls sophisticated risk modelmg, effecttve risk transfer, and efficient capital

management strategies. ’ .

In managing risk, The Harford's management processes involve estab]tshmg underwriting guidelines for both individual rtsks
including individual policy limits; and in aggrepate, including aggregate exposure limits by geographic zone and peril. The Company
establishes risk limits and actively monitors the risk exposures as a percent of Property & Casualty surplus For natural catastrophe
. perils, the Company generally limits its estimated loss to natural catastrophes from a single 250-year event prior to reinsurance to icss
than 30% of statutory surplus of the Property & Casualty operations and its estimated loss to natural catastrophes from a single 250-
year event after reinsurance to less than 15% of statutory surplus of the Property & Casualty operations. Currently, the Company's
estimated pre-tax loss to a single 250-year natural catastrophe event prior to reinsurance is 31% of statutory surplus of the Property &
Casualty operations and the Company s estimated pre-tax loss net of reinsurance is less than 15% of statutory surplus of the Property &
Casualty operations. For terrorism, the Company monitors its exposure in major metropolttan areas to a single-site conventional
terrorism attack scenario, and manages its potenttal estimatéd: loss, including exposures resultmg from the Companys Group Life
operations, to less than 7% of thé combined statutory surplus of the Life and Property and. Casualty opcrattons Among the 208
locations specn" cally momtored by the Company, the Iargest estimated modeled loss arising from a smg[e event is approximately $736,
which représents 5.1% of the combined statutory surplus’ of the Life and Property and Casua]ty operations as of December 31, 2006.
The Company monitois exposures rhonthly and employs both 1ntemally developcd and vcndor—hccnscd loss modeltng tools as part of
its risk management dtsc1p1me :

r o Wt

Use of Reinsurance : : .

In managing risk, The Hartford utilizes reinsurance to transfer risk to well-established and financially secure reinsurers. Reinsurance is -
used to manage aggregations of risk as well as specific risks based on accumulated property and casualty liabilities in certain
geographic zones. All treaty purchiases related to the Company’s propeérty and casualty operations are administered by a centralized
function to support a consistent strategy and ensure that the reinsurance acttvmes are fully mteg,ratcd into the organtzatton s risk
management processes. - o i v c o ' ‘

A varicty of traditional reinsurance products are used as part of the Company’s risk management strategy, including excess of loss
occurrence-based products that protect aggregate property and workers’ compensation exposures, and individual risk or’quota share
arrangements, that protect specific classes or lines of business. There are, no significant finite risk contracts in place and the statutory
surplus benefit from all such prior year contracts is immaterial. Facultative reinsurance is also used to manage -policy-specific risk
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exposures- based on established underwriting guidelines. The Hartford also participates in governmentally admintstered reinsurance
facilities such as the Florida Hurricane Catastrophe Fund (“FHCF™), the Terrorism Risk Insurance Program established under The
Terrorism Risk Insurance Extension Act of 2005 and other reinsurance programs relating to particular risks or specific lines of
business.

The Company -has several catastrophe reinsurance programs, including reinsurance treaties that cover property and workers’

-compensation losses aggregating from single catastrophe events.  The following table summarizes the primary catastrophe treaty

reinsurance coverages that the Company has in place as of January 1, 2007: Ce oy ",
) . , . Y% of layer(s) - o
. Coverage Treaty term | reinsured “- Per occurrence limit Retention
Pnnc1pal property catasirophe program covering /172007 to Varies by layer, Aggregates to $750 $250101]
property catastrophe losses from a single event 1/1/2008 " but averages-87% across all layers - -

TN -+« .across all layers

Layer covering property catastrophe losses froma  6/1/2006 to 90% T3000 ' 1,000 -

single wind or earthquake event affecting the 6/1/2007

northeast of the United States from Virginia to ! ,

Maine C .

Property catastrophe losses from a single event on  1/1/2007 to ‘ < 95% 330, T 20 B
excess and surplus property business 1/1/2008 \
Property catastrophe losses from-a single-event on  7/1/2006 (0 - 82% TTTIs0. : 257
property business written with national accounts”  7/1/2007 S , oo e
Reinsurance with the Florida Hurricanc 6/1/2006 to 0% _ 264 . 89 .
Catastrophe Fund covcrmg Florlda Personal meq 6/1/2007 o ' R "

property catastrophe lossés from a single event f ot . e L
Workers’ compensation losses arising from a 7/1/2006 to 95% 280 20 ) Do
single catastrophe event . 7/1/2007 , . '

‘event that a: catastrophe loss exhausts limits on one or more layers under the treanes ‘

1 Under Cerram conditions, thé Compcmv s Ion retention from a rmgle event could be reduced fo 3200 for a second or subsequem even. v

In addmon to the property catastrophe reinsurance coverage described in the above table the Company has other treattes and .
facultative reinsurance agreements thal cover property catastrophe losses on an aggregale excess of loss and on a per risk basis.
Property catastrophe losses incurred on property business written with national accounts is also reimbursable under the principal
catastrophe reinsurance program, SUb_]ECt to the overall program limits and retention. In the aftermath of the 2004 and 2005 hurricane
season, third-party catastrophe loss models for humcane loss events were updated to’ mcorporate.medlum -term forecasts of increased’
hurricane frequency and severity.

' " .
_ . eoa o,

The-principal property catastrophe reinsurance program and other reirisurance programs iriclude a provtsron 1o reinstate llmtts in the”

: .

In addition fo the reinsurance proteetton provided by The Hartford s. reinsurance program described above, the: Company has fu!ly
collateralized reinsurance coverages from Foundation Re and Foundation Re 1l for losses sustained from qualifying hurricane and
earthquake loss events and other qualifying catastrophe losses. Foundation Re and Foundation Re [ are Cayman Islands reinsurance
companies which financed the provision of the reinsurance through:the issuance of catastrophe bonds. Under the terms of the treaties
with Foundation Re and Foundation Re Il, the Company is reimbursed for losses from naniral disaster events using a customized

industry index contract designed to replicate the Hartford's own catastrophe losses, with a provision that the actual losses incurred by -

the Company for covered events, net of reinsurance recoveries, cannot be less than zero. .
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The following table summarizes the terms of the reinsurance treaties with Foundation Re and Foundation Re 11 that were in place as of
January 1, 2007: .

Bond amount

issued by
r . . ‘ : * Foundation Re
; . : : . or
e — . Cove ered 1 perils ‘Treaty term ‘ Covered losses Foundation Re Il
Hurricane loss events affecting the Gulf  11/17/2004 to 45% of $400 in losses in excess of an index loss $180
and Eastern Coast of the United States : trigger equating to approximately $I 3 b1]1|on in
‘ : . : 11/24/2008
‘ R Hartford losses. 7 )
"Hurricanc and ¢ carthquake loss events 1171772004 to 90% of $75 in losses in excess of anindex loss .. | 68
which occur in the year following a 1/6/2009 ' trigger equating to approximately $1235 in
large hurricane or earthquake event that Hartford losses.
has an estimated occurrence probability . .
of 1-in-100 years . '
Hurricane loss events —affectmg the Gulf  2/17/2006 to 26% of $400 in losses in excess of an index loss 105
and Eastern Coast of the United States trigger equating to approximately $1,3 billion in
L A 2/2472010
and loss events arising from California, Hartford lossps.
Pacific Northwest, and New Madrid '
earthquakes.
Hurricane loss events affecting the Gulf  §1/17/2006 to ~45% of 3400 in losses in excess of an index loss .- 180 .
and Eastern Coast of the United States trigger equating to approx:mately $1.85 billion in ‘ '
11/26/2010
: Hartford losses
Annual aggregate of hurricane, 11/17/2006 to 45% of $150 in losses in excess of an index loss 68

earthquake and tornado/hail events in 1/8/2009 trigger equating to approxXimately $462 m ainual
the continuous continental United dggregate Hartford losses.

States that result in $100 and $29. 5 .

billion in industry losses ’ '

As of December 31, 2006, there have been no events that are cxpected to trigger a recovery under any of the reinsurance programs with
Foundation Re or Foundation Re H and, accordm;,ly, the Cornpany has not recorded any recoveries from the associated reinsurance
rtreaties. - ' . : .

Estimated Calas'!rophe Exposures -~ . ..

The Company uses third party models to estimate thé potential loss resulting from various cataslrophe events and the potentlal financial
impact those events would havé on the Company s financial position and results of operations. The following table shows modeled
loss estimates before expected reinsurance recoveries and afier expected reinsurance recoveries. The loss cstimates represent total
property losses for hurricane events and property and workers compensation losses for earthquake events resulting from a single event.
The estimates provided are based on 250 year return period loss estimates, which have a 0.4% likelihood of being ‘exceeded in any ]
single year. The net loss estimates assume that the Company would be able-to recover all losses ceded to reinsurers under its |
reinsurance programs. There are various methodologies used in the industry to estimate the potential property and workers’ |
compensation losses that would arise from various catastrophe évents and companies may use different models and assumptions in their
estimates. Therefore, the Company’s estimates of gross and net losses arising from a 250-year hurricane or earthquake event may not
be comparabie to estimates provided by other companies. Furthermore, the Company’s estimates arc subject to significant uncenamty
and could vary matcnally from the actual:losses that would arise from these events, :
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The Company’s modeled loss estimate§ are derived by avéraging 21 modeled loss events representing a 250-year return period loss.
For the peril of carthquake, the.21 events averaged to,determine the modeled loss estimate include events occurring in California as .
well as the Northeastern, Southeastern and Midwestern regions of the United States with associated magnitudes ranging from 6.5-t0 7.9
on the Richter scale. - For the peril of hurricane, the 21 events averaged to determine the modeled loss estimate include category 3,4

and-5 events in.Florida as well as other Southeastern, Northeastern and Gulf region landfalts. - .+, - '

. Hurricane : ) ' Earthquake _
o ~ Netof . . o o ‘
Expected ' Net of Expected
Before Reinsurance Before Reinsurance
Reinsurance Recoveries Reinsurance Recoveries - * N

Estimated 250-year probable . : . )
maximum'loss, before-tax - = - $2,522 ' §824 -7 ¢ $1,259 *© - $290 ¢
Percentage of statutory oo Co T T o
surplus of the Property & ; ‘ , ‘ , )
Casualty operations as.of ! 0% . . B A%
December 31, 2006 : ) . ' ' :

Terrorism

For terrorism, private sector catastrophe reinsurance capacity is limited and generally unavailable for terrorism losses caused by
nuclear, biological; cherical or radiological weapons attacks. As such, the Company’s-principal reinsurance protection against large-
scale terrorist attacks is'thé coverage currently provided through the Terrorism Risk Insurance Extension Act of 2003 (TRIEA). On
December 22, 2005, the‘President signed TRIEA extending the Terrorism Risk Insurance Act of 2002 (“TRIA”) through the end of
~2007. TRIA provides a backstop for insurance-related losses resulting from any “act of terrorism” certified by the Secretary of the
Treasury, in concurrence with the Secretary of State and Attorney General, that results in mdustry losses in excess of $100 in 2007.

Under the program, the federal government would pay 85% of covered losses from a certified act ‘of terrorism in.2007 after an insurer’s -
losses exceed 20% of the Company’s eligible direct commercial eamed-premiums in 2006, up to a combined annual aggregate limit for
the federal government and all insurers of $100 billion. If an act of terrorism or acts of terrorism resuit in covered losses exceeding the
$100 billion annual limit, Congress will be responsible for determining how additional losses in excess of $100 Billion will be paid. '

Among other items, TRIEA required that the President's Working Group on Financial Markets (PWG) perform an analysis regarding
the long-term availability and affordability of insurance for terrorism risk. Among the findings'detailed in-the PWG's report, released
October 2, 2006, were that the high levet of uncertainty associated with predicting the frequency of terrorist attacks, coupled with the
unwillingness of some insurance policyholders to purchase insurance coverage, makes predicting long term development of the
terrorism risk market difficult, and that there is likely little potential for future market development for nuclear, biological, chemical
and radiological (NBCR) coverage. A September 2006 study by the U.S. Government Accountability Office on -insuring NBCR
terrorism risk similarly concluded that any market-driven expansion of coverage is highly unlikely in the foreseeable future.

It is uncertain whether a federal terrorism risk insurance program similar to TRIEA will be enacted to cover events occurring after
December 31, 2007. Given the possibility that TRIEA may not be extended beyond December 31, 2007 and the limited private
terrorism reinsurance capacity available, including reinsurance against losses from terrorism acts using weapons "of mass destruction,
the Company has been actively managing its exposures to the peril of terrorism; including adopting underwriting actions designed to
reduce exposures in specific locations of the country. -The Company has worked with various industry groups to develop policy
exclusions related to the peril of terrorism, including those associated with nuclear, biological, chemical and radlologlcal attacks. The
Company may include such exclusions in policies in the future in those _]lll‘lSdlCthﬂS and classes of business where such exclusions are
permitted, and take additional underwrmng actions as deemed appropriate.

o

F ]onda C itizens As‘.essments

- . . . [ . ’
Citizens Propeny lnsurance Corporation in Florida (“szens ") provides property insurance to Florida homeowners and businesses that
are unable to obtain insurance from other carriers, including for-properties deemed to be “high risk™. Citizens maintains a Personal
Lines account, a Commercial Lines account and a High Risk account. If Citizens incurs a deficit in any of these accounts, Citizens may
impose a “regular assessment™ on other insurance. carriers, in the state to fund the deficits, subject to certain restrictions and subject Lo
approval by: the Florida-Office of Insurance Regulation. . Carriers are then peritted to surcharge policyholders to recover the
assessments over the next few years. Citizens may-also opt to finance a portion of the deficits through issuing bonds and may. impose
 “emergency assessments” on other insurance carriers to fund the bond repayments. Unlike with regular assessments, however,
_insurance caitiers only serve ds a collection agent for emergency assessments and ar€ fiot required to’remit surcharges for emergency

asses$ments to Citizens until they collect siircharges from policyholders. Under generally accepted accounting principles, the Company
is required to accrue for regular assessments iri the period the assessments become probable and estimable and the obligating 'event has
occurred. Surcharges to recover'the amount of regular assessments may not be recorded as an asset until the related premium is
written. Emergency assessments thai may be levied by Citizens are not recorded in the income staternent.

In the fourth quarter of 2005, the Company accrued an estimated $46 for regular assessments based on estimates of the deficits in each
account at the time. In the second quarter of 2006, the Florida legislature approved the use of $715 of state tax revenues to partially
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offset the deficits in Citizens' High Risk, Commercial Lines and Personal Lines accounts. During the sccond quarter of 2006, Citizens' -
management also finalized its estimate of the 2004 and 2005 hurricane losses that would be used in calculating the deficits in each
account,” In the third quarter of 2006, the Board of Governors of Citizens approved a final assessment for the 2005 account year and the
Company teceived the assessment notice during the fourth quarter of 2006. The estimates of the deficits in the Personal Lines account
and Commercial Lines account were lower than previously anticipated by the Company. As a result of these changes in estimates, .
during the Company reduced its accrual for Citizens’ assessments by 341, from $46 to $5. The reduction in the amount of the
cstimated regular assessment also reduces the amount of surcharges that will be billed to pollcyholdcrs to recoup the assessments in the
future. As of December 31, 2006, the Company has collected Sl2 in surcharges related to the $15 Citizens assessment for the 2004
Florida hurricanes.

Reinsurance Recoverables

1

The following table shows the components of the gross and net reinsurance recoverable as of December 3 1, 2006 and 2005:

December 31, December 31,
Reinsurance Recoverable _ 2006 20058
Paid loss and loss adjustment expenses $ 460 _ b3 580
Unpaid loss and loss adjustment expenses 4,417 ] 5,393
Gross reinsurance recoverable 4,877 . 5973 7
Less: allowance for uncollectible reinsurance (412) ' (413)
Net reinsurance recoverable 5 4,465 3 5,560

Reinsurance recoverables represent loss and loss adjustment expenscs.recoverable from a number of entities, including reinsurers and
pools. As shown in the following table, a portion of the total gross reinsurance recoverable relates to the, Company’s mandatory
participation in various involuntary assigned risk pools and the value of annuity contracts held under structured settlement agreements.
Reinsurance recoverables due from. mandatory pools are backed by the financial strength of the property and casualty insurance
industry.” Annuities purchased from third party life insurers under structured settlements are recognized as reinsurance recoverables in-
cases where the Company has not obtained a release from the claimant. Of the remaining gross reinsurance recoverable as of
December 31, 2006 and 2003, the followmg table shows the pomon of recoverablcs due from compames  rated by A.M. Best.

Distribution of gross reinsurance

recoverahle December 31, 2006 ' " December 31, 2065
Gross reinsurance recoverable . Y 4,877 . 5 5,973
Less: mandatory (assigned risk) poolsand . -~ | - ‘

structured settiements : . {673} ', S (495). o
Gross reinsurance recoverable . : : -
excluding mandatory pools and : . ! )

structured settlements - $ 4,204 . $ - 5478.
' % of Total s ) % of Total
Rated A- (Exccllent) or bcttcr by AM. ) )

" Best [1] ' ) $ 3,050 ° ' 72.5% . § . 3,629 . T 66.2%
Other rated by A.M. Best _ 162 C L 39% 233 ) 4.3%
Total rated companies . 3212 . 76.4% , 3,862 . . 70.5%
Voluntary pools o ' 223 5.3% 291 53%
Captives ' 197 T 47% oooIss 3.4%
Other not rated companies _ 572 13.6% 1,137 . 20.8%
Total s $ 4204 ‘ 100.0% b 5,478 100.0%

[1] Based on A, M. Best ratings as of December 31, 2006 and 2003, respectively.

Where its contracts permit, the Company sccures future claim obligations with various forms of collateral, including irrevocable letters
of credit, secured trusts, funds held accounts and group wide offsets. As part of its reinsurance recoverable review, the Company
analyzes recent developments in commutation activity between reinsurers and cedants, recent trends in arbitration and litigation
outcomes in disputes between cedants and reinsurers and the overall credit quality of the Company’s reinsurers. Due to the inherent
uncertainties as to collection and the length of time before such amounts witl be due, it is possible-that future adjustments to the
Company’s reinsurance recoverables, net of the altowance, could be required, which could have a material adverse cffect on the .
Company’s consolidated results of operations or cash flows in a panicular-quartcrly or annual period. . -

Annually, the Company completes an cvaluation of the reinsurance recovcrablc asset associated “with older, long-term casualty
liabilities reported ,in the Other Opcmtlons scgment, As a result of this evaluation, the Company reduced its net reinsurance
recoverable by $243 in 2006. See the “Other Operallons section of the MD&A for further discussion.
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Monitoring Reinsurer Security

To manage the potential credit risk resulting from the use of remsurancc management evaluates the credit standing, financial
performance, management and operational quality of cach potential reinsurer. Through that process, the Company maintains a list of
reinsurers approved for participation on all treaty and facultative reinsurance placements. The Company’s approval designations
reflect the differing credit exposure associated with various classes of business. Participation authorizations are categorized along
property, short-tail casualty and long-tail casualty lines. In addition to defining participation eligibility, the Company regularly -
monitors each actwe remsurer s credit risk cxposure in the aggregate and' limits that exposure based upon independent credit rating
levels.

Unless othénvise specified, the following discussion speaks to changes for the year ended December 31, 2006 compared to the year
ended December 31, 2005 and the year, ended December 31, 2005 compared to the year ended December 31, 2004

TOTAL PROPERTY & CASUALTY '

Operating Summary - . 2006 _. 2005 . - 2004
Earned premiums [1] : : - $ 10,433 . $ 10,156 $ 9,494
Net investment income 1,486 1,365 . 1,248
Other revenues [2] _ : 473 463 . 436
Net realized capital gains ‘ 9 ' 44 133

Total revenues , 12,401 12,028 11,311
Losses and loss adjustment expenses [3] : . ) :

Current year . . . 6,706 . 6,715 6,590
Prior year [4] 296 ¢ 248 414
Total losses and loss adjustment expenses : 7,002 v 6,963 7,004 -

Amortization of deferred policy acquisition costs ‘ 2,106 1,997 1,850

Insurance operating costs and expenses ' ’ 580 - 731 - 643

Other expense __ ' 643 T B17 ¢ : 629"
Total benefits, losses and expenses S 10,331 - 10,308 ' 10,126
Income before income taxes to ' o 2,070 1,720 1,185

Income tax expense ) 551 ! 484 ) 275
Netincome S|~ - T s $ 1,519 $ 1236 § - 910

Net Income {(Loss) . . . - P . . L
Ongoing Operations - : % 1,554 1,165 . 8 955
Other Operations ) (35) 71 T (45)

« Total Property & Casualty net income ‘. $ . 1,519 T b 1,236 - - 8 910

[1] Includes reinstatement premiums related 10 hurvicanes of §73 in 2003 and reinstatement premiums related to hurricanes of $17 in 2004,
[2i Pr:marriy servicing revenue. v
[3] Includes 2006 catastrophes of $129, 2005 catasty (}phc\ af 5365 and 2004 catactrophes of '5'507 before the net reserve release of $3 95 refa!ed to
September 11,
[4] Net prior year incurred losses in 2006 includes the effect of reducing net reinsurance recoverables by 5243 as a remlr of an agreement with
: Equitas and strengthening of the allowance for uncollectible reinsurance.
[5] Includes net realized capital gains, after tax, of $46, 329 and 387 for the ycars emlea’ December 31, 2006 2()05 and 2004, respecmely

Year ended December 31, 2006 compared to the year ended December 31, 2005

Net income increased by $283, or 23%, as a result of a $389 increase in Ongoing Operauons net income partially offset by a $106
decrease’in Other Operations’ results.!” Other Operations reported a net loss of $35 in 2006 compared to net income of $71 in 2005.
See the Ongoing Operations and Other Operations segment MD&A d1scu551ons for  an analysns of the underwntmg results and
investment pcrformancc drwmg the change in net income. -+ ’

Year ended December 31, 2005 compared to the year ended December 31, 2004

Net income increased by $326, or 36%, as a result of a $210 increase in Ongoing Operations’ net 1nc0me and'a $116 increase in Other
Operations’ net income. Sece the Ongoing Operations and Other Operations segment MD&A discussions for an analysis of the .
underwriting results and investment performance driving the change in net income, ’

-
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ONGOING OPERATIONS

" Ongoing Operations inctudes the three underwriting segments of Businéss Insurance, Personal Lines and Specialty Commercial.

Earned Premiums e ' : . Lo

Earned premium growth is an objective for Business lnsurance' and Personal Lines. Earned premium growth is not a specific objective
for Specialty Commercial since Specialty Commercial is comprlsed of transacuonal businesses where premium writings may fluctuate
based on the segment’s view of perceived market opportunity. Written premiums are earned over the policy term, which is six months
for certain Personal Lines auto business and 12 months for substantlally all of the remainder of the Company’s business. Written
pricing, new business’ growth and premlum renewal retention are factors that contnbutc to gowth in written and earned premlum

st R W .t

Written premiums n | 2006 © 2005 2004
Business Insurance $ 5,185 : 5 5,001 $ 4575
Personal Lines : . 3,877 3,676 - 3,557
Specialty Commercial _ . 1,596 1,806 " . 1,840
~ Total - $ 10,658 3 10,483 $. 9972
Earned premiums [1] b ' :
Business Insurance ) . .8 5,118 $ 4,785 *$ 4299
Personal Lines 3,760 3,610 . 3,445
Specialty Commercial K o 1,550 1,757 1,726
Total . ' $ 10,428 S 10,152 $ 9470

[1] The difference between written premiums and earned premiums'is anributable to the change in unearned premium reserve.

Year ended December 31, 2006 compared to the year ended December 31, 2005 .

' T

s Toual On;,omg Operations’ earned premiums grew $276 or 3%, due primarily to growth in Busmess lnsurance and Personal mes
partially offset by a decrease in Specialty Commercial. Contributing to the growth in eamed premium was a §73 reduction of
earned premium in 2005 due to catastrophe treaty reinstatement premium payable 1o reinsurers as a result of losses from humcanes
Katrina, Rita and Wilma, mc]udmg $16 in Business lnsurance $31 in Personal Lines and $26 in Specmlty Commercial. Before
catastrophe treaty reinstatement premium, Ongoing Operations’ earned premium grew $203, or 2%, for 2006.

¢ For the year ended December 31, 2006, earncd premiums grew $333, or 7%, in Business Insurance and grew 3150, or 4%, in
Personat Lines. Apart from the effect of catastrophe treaty reinstatement premium in 2005, the growth was primarily driven by
new business premium outpacing non-renewals over the last six months of 2005 and the full year of 2006 and the effect of earned
‘pricing increases in homeowners, partially offset by the effect of higher property catastrophe treaty reinsurance costs and earned
pricing decreases in middle market. :

¢  Specialty Commercial earned premiums decreased by $207, or 12%, primarily driven by a decrease in casualty, property and other
earncd premiums, partially offset by an increasc in-professional liability, fidelity and surety. Casualty earned premiums decreased
by $220, primarily because of the non- -renewal of a smgle captive insurance program. The decrease in property earned premium is
primarily due to a decline in new business, an incréase in catastrophe treaty reinsurance costs and a strategic dec151on not to renew
certain accounts with propertlcs in catastrophe- prone areas.

Year ended December 31, 2005 compared to the year ended December 31, 2004 ’ '

¢ Total Ongoing Operations’ earned premiums grew 3682, or 7%, due primarily to growth in Business Insurance and Personal Lines.
Eamned premiums were net of third and fourth quarter property ‘catastrophe reinstaterhent premiums related to hurricanes totaling
$73 in 2005 and $17 in 2004. .
¢« Earned premium growth of $486 in Busmess Insurance. was pnmarlly driven by new busmess premlum growth outpacmg non—
renewals over the last six months of 2004 and the full ,year of 2005. Eamed premium growth of $165 in Personal Lines was
primarily driven by new business growth outpacing non-renewals in auto and the cffect of earned pricing increases in homeowners.
s Specialty Commercial' eamed premiums increased by $31, primarily driven by a $90 reduction in earned premiums under
retrospectively-rated policies during 2004 and increases in ca’sualty, professional liability, fidelity and surety and other premiums,’
pamaily offsct by a $216 decrease in property earned premiums, pnmanly due t0a dccrease of $127 from exmng the multi- pen]
" crop msurancc busmcss during 2004
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‘Operating Summary o ‘ - .

Net income for Ongoing Operatlons includes underwriting results for-each of its segments income from servicing businesses, net
investment income, other expenses and net reahzed capltal gams (losses) net of re!ated income taxes.

Operating Summary' . ‘ 2006 2005 - 2004

Written premiums : ' o . : -’ $ 10,658 % 10,483 C$ 9972 ,
" Change in uneamed premium reserve =~ T Cto230 - 33 502
Earned premiums . ‘ R . 3 10,428 © 10,152 © 9,470
Losses and loss adjustment expenses *~ o T e e e s e .
Current year . _ .. ... 6706 6,715 6,554
Proryear 0 o - S - o 64 36 5.
Total losses and loss adjustment expenses e Coe e, et 6642 0 6,751 . 0,559
Amortization of deferred policy acqutsmon costs - I 2,106 . 2,000 1,845
Insurance operating costs and expenses . T, LTy © 569, 710 4621
Underwriting results, il .o e 1 691 -7 o T 445
*Net servicing income [1] . o T L L T N & R B L 42
Net investment income - - - % .t N Coe R 228 e 1,082 T 903
Net realized capltal gams (losses) “Th S o e (YT s 19 e L - 108
Other expenses. ., . .. .,, ) o oy w222y, (202) - . (198)
Income tax expense - . T T O (596) ., (474). . (335)
. o Netincome .. .~ . - .. . - .. . i - o .8 21,554, -8 LI6S- . 0§ 955
Loss and-loss ad_]ustment expense ratlo g T balogt o e Semema s .
Current year - * .7 - STt T o e T 43 661 T L 69.2
+ Prior year ) s T oL A A (X R X Co 0.1
Total loss and loss adjustment expense LN T T 1 A A 69.3 T
Expense ratio S e e, e T e T e CoLee 4256 0 L2650 - o 259 . i
. Policyholdet dividend ratio-- - - LT E bt R ER 5 A |
Combined ratio o R A C - - 893 932" e 953 |
Catastrophe ratio - . - s o ¥
Current year "y o ' ' - A 1.9 35,0 . 55
Prior year " . L - : (0.7) . 0.1 (3.3
Total catastrophe ratio - =+ - e T e 7. R T I e 3.6 w722
Combined ratio before catastrophes < "+~ .* - T T ' v UgR1 89.6 . 93.1
" Combined ratio before catastrophés and prior acc1dent year development R 880~ 894 . 89.7
[1] Net of expenses related to service business. o S e T ot C
Current accident year loss and loss adjustment expense ratio - : i L - o ey
Current accident year loss and loss adjustment expense ratlo before catastrophes . L 624 . 627 "i‘ L 63.7
_ Current accident year ‘catastrophe ratio g e L 19 .35 . 55 ..
Current accident year loss and loss adjustment expense ratio, . C64.3 66.1 .. . . 692
Year ended December 31, 2006, compared to the year ended Dec'embér 31,2005 ' .
Net income increased by $389, or 33%, drwen prtmarlly by the followmg factors Ly e :
. - A i e
s TA $420 increase in underwntmg results w1th a corresponding decrease in the combined ratio of 3.9 pomts to 89 3 and
¢. A $143 increase'in net investment income. Cae Fa S o tea o
o -
Pamally offsettmg the 1mprovemer1ts in net income were the following factors ‘ N '
.- Net reallzed capltal losses were $17 in 2006 compared to ‘net reallzed gams of 5191 in 2005 S i L
A $20 increase in other expenses, due primarily to lower bad debt expense in.2005,and . , . - T o,
o A $122 increase in income tax expensc, primarily reflecting an increase in income before income:- taxes pamally offset by a $49
. income tax benefit resulting from the sale of Omni. e . Lo . o
Underwriting results incréaséd by $420'due to: oo e Tt e
Increase in current accident vear underwriting results before catastrophes L - $ 168
Lower current accident year catastrophe losses . . o 152 : . ) |
Change o net favorable prior accident year development : ' 100 < |
Increase in underwriting results from 2005 to 2006 . N 5. 420 . |
S r
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Increase in current accident year underwriting results before catastrophes ' " L

. The $168 improvement in current accident year underwriting results before-catastrophes was primarily due to: +

The catastrophe treaty reinstatement premium that was recorded as a reduction of earned

premitm in 2005 $ 73
Excluding catastrophe treaty reinstatement premium: - ‘
-— A decrease in the combined ratio before catastrophes and prior accident year development 72 .
— A 5203 increasc in camed premium growth at a combined ratio less than 100.0 ' 23
Increase in current accident year underwriting results before catastrophes from 2005 to 2006 $ 168

" Before reinstatement premium, a lower combined ratio before catastrophes and prior accident year development impfoved
current accident year underwiiting results before catastrophes by $72. The 1.4 point decrease in the eombmed ratio before
catastrophes and pnor accident: year development to 88. 0 was primarily driven by:

e .A 0.9 point decrease m the expense ratio, to 25.6, largely because of a $41 decrease in estlmated Citizens’ assessments in
2006 conipared to a $64 increase in Citizens assessments in 2005. Almost all of the Citizens assessments are for
assessments charged by the. Citizens Property Insurance Corporation (Citizens) in Florida, a company established by the
State of Florida to provide personal and commercial insurance to individuals and businesses in Florida who are in high risk
areas of the state and are unable to obtain insurance through the private insurance markets..

e A 0.3 point decréase in the current accident year loss and loss adjustment expense ratio before catastrophes, to 62.4, largely
due to the effect that catastrophe treaty reinstatement premium had on the ratio in 2005, Apart from the effect of catasirophe
treaty réinstatement.premium;.the current acc1dent year loss and loss adjustment expense ratio before catastrophes increased
slightly due to a slight increase in the ratio for both Business Insurance and Personal Lines. The slight deterioration in
Business Insurance was prlmarlly due to an increase in non-catastrophe property loss costs in middle market, the effect of
earned pricing decreases in middle market and the effect of a shift to more workers’ compensation premium which has a
higher loss and:loss adjustment expense ratio than other business in the segment. Partially offsetting the deterioration in
Business Insurance ‘was a lower loss .and loss adjustment expense ratio on small commercial workers’ compensation
business.” The deterioration in Personal Lines was principally due to an increase in non-catastrophe property loss costs for
homeowners and an increase in the loss and loss adjustment expense ratio for: auto liability claims due to a shift to more

Dimensions product business within Agency. . . .
X .

-Lower current accident year catastrophe losses

-+

* Current accident year catastrophe losses decreased by $152, from $351'in 2005 to $199 in 2006. The decrease in current accident
year catastrophe losses was primarily due to $264 of net losses incurred for hurricanes Katrina, Rita and Wilma in 2005, partially
offset by an increase in non-hurricane related catastrophes in 2006. Catastrophe losses in 2006 included tornadoes. and hail
storms in the Midwest and windstorms in Texas'and on the East coast.

Change {o m?t favomb!e prior accza’em year development - .. ' . “

The 364 of net favorablc prior acc1dent year developmem in 2006 for Ongoing Operations was primarily due to an $83 releasc of -
prior accident year hurricane reserves and a $58 release of allocated loss adjustment_ eXpense reserves for workers’ compensation '
* and package business, partially offset by reserve strengthenings in Specialty Commercial. Net unfavorable reserve development
of $36 in 2005 included a $120 increase in workers’ compensation reserves related to reserves for claim payments expected to
etnerge after 20 years of development, a $40 streng,thenmg of general liability reserves within Business Insurance for accident
years 2000 to 2003 due to higher than anticipated loss payments beyond. four years of, development and $33 of reserve
strengthening related to the third quarter 2004 hurricanes. Partially offsetting the reserve increases in 2005 was a $95 reduction
in prior accident year reserves-for allocated-loss adjustment-expenses, predominantly related to auto liability claims and a $75
-reduction in workers” compensation rescrves recorded related to accident years 2003 and 2004. Sce the “Reserves” section of
the MD&A for further discussion of reserve developmem

R . - PN .. E B T
OI. *

The $143 increase in net investment income was primarily because of a largcr investment base due to mcreased cash flows from
underwriting and an increase in capital and invested assets attributed to Ongomg Operatlons as well as'an increase in interest rates and
.a change in asset mix (i.e., a greater share of investments in mortgage loans and limited partnerships). The $17 in net realized capital

- losses during 2006 included-a $24 pre-tax realized capital loss from the sale of Omni, 4n increase in other-than-temporary—impairrf}ent's
and losses on the sale of fixed maturity investments, parttally offset by an increase in income from other sources. {Seé the Other-Than-
Temporary Impairments discussion within Investment Results for more information on the increase in impairments).

-
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Year ended December 31, 2005 compared to the year ended December 3 1, 2004 B

Net income increased $2 1 0 or 22% dnven pnmanly by the’ followmg,

» A $246 increase in underwriting results with a corresponding 2.1 point 1mpr0vemem in the combined ratio, from 95.3 to 93 2, and
s A 3179 increase in net investment income. . - - _ " . Gt

The improvements in net income were partially offset by: : . oL co

e A $79 decrease in net realized capital gains due to lower net realized gains on the sale of fixed maturity investments and lower net
gains on non-qualifying derivatives, and
s A $139 incrcase in income tax expense, reflecting an increase in income before income taxes. S e, .

e~

Underwriting results increased by $246 duc to:

Lower current accident year catastrophe losses ' g e v = § o7

Increase in current accident year underwriting results before catastrophes T ST 106

Increase in net unfavorable prior accident year development ' [&2))] L
In¢rease in underwriting results from 2004 to 2005 ' . § 246 . ‘

Lower current accident year catastrophe losses

Current aécjcicnt year catastrophe losses déc.reased by $171, from .$522 in 2004 to $351 in 2005. Catastrophe losses in 2005 for
Hurricanes Katrina, Rita and Wilma werce 5264 compared to catastrophe losses in 2004 for Hurricanes Charley, Frances, Ivan and
Jeanne of $394.

.

Increase in-curvent accident year underwrumg rew!ts bejbre catastrophes

S

The $106 improvement in current accident year undcrwntmg results before catastrophes was prlmanly due to:

An increase in catastrophe treaty reinstatement premium recorded as a reduction of earned

premium ’ .- (%6) . .. .,
Excluding catastrophe treaty reinstatement prcmlum : " .
— A decrease in the combined ratio befope catastrophes and prior accident year development 35 |
— A $738 increase in carned premium at a combined ratio less than 100.0 , . oo 0 I ,
Increase in current accident year underwriting results before catastrophes from 2004 to 20035 3 106 .

Before reinstatement premlum ‘a Tower combined ratio before catastrophes and prior accident ycar dcvc]opment mprovcd current
accident year underwriting results before catastrophes by $85. The 0.3 point decrease in the combined ratio’ before calastrophes
and-prior accident year development, 10 89.4, was primarily driven by a 1.0 point decrease in the current accident year Ioss and loss
adjustment expense ratio before catastrophes, partially offset by a 0.6 point increase in the expense ratio. oo

RN | [ |

e The current accident year loss and loss adjustient expense ratio before catastrophes decreased by 1.0°point; to 62.7; primarily
due to improved current actident year performance for auto bodily injury and workers’ compensation claims, partially offset
by the effect of an increase in non-catastrophe property loss costs. Non-catastrophe property loss costs mcreased pnmanly
due to increasing claim severity and, in specialty property, mcrcasmg claim frequency as well.

e The expense ratio increased 0.6 points during 2005, to 26.5, primatily due-to $64 of hurricané'related assessmerits incurred in®
2005 related to the 2004 and 2005 hurricanes. Apart from the lrnpact of hurricane related assessments, the favorable effects on
Jthe expense ratio of an increase in earned premiums, a reduction in contmgem commtsslons ‘and a shift to lowér commission
Workers compensallon business were offset by the unfavorable effects of an increase in cataslrophc trcaty rcmstatemenl_
premiums and reduced catastrophc trea[y prof t comm:ssmns Thé reducuon in- conlmgcnt commnssmm was due, in part, to a )
decision made by some agents 'and brokers not to accept contingent cormmissions after the third quaner of 2004 The
hurricane-related assessments were predominantly from Citizens. The third quarter 2004 hurricanes caised a deficit’ in
Citizens’ “high risk” account, which triggered an assessment to.the Company of $15. In addition, the Company recorded an
esumalcd Citizens’ assessment of $46 based on [osses sustained by szens as a result of humcane Wllmd n the founh.
quanerot2005 ' IR : L »

r Yy .t [P . -

Increa.se in net mzﬁnomble prror accident year deve:’opmem ' e

There was a $31 increase in,net unfavorabte prior accident year reserve dcvclopment from $5 of net unfavorable pI‘lOl’ acc1dcnt
year development in 2004 to $36 of net unfavorable prior accident year reserve development in 2005, Net unfavorable reserve
development of $36 in 2005 included a $120 increase in workers’ compensation reserves related. to reserves for claim payments-
expected to emerge after 20 years of developmem a $40 strengthening of gencral llablllly reserves within Busmess Insurance, for
accident years 2000 to 2003 due to higher than anticipated loss payments beyond four years of development and $33 of reserve
.strengthening related to the third quarter 2004 hurricanes. Partially offsetting the reserve increases in 2005 was 3 $95-reduction in
prior accident year reserves for allocated loss adjustment expenses,, predeminantly related to auto hablhty claims and a $75
reduction in workers’ compensation reserves recorded related to accident years 2003 and 2004. Net unfavorable prior accident
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year reserve development of $5 in 2004 included reserve increases of $303; partially offsct by a reserve release of $298 for
September 11, Reserve increases in 2004 included $190 for conslrucuon defect claims, $38 for small commercial package
business and $23 for auto liability claims.

The $179 increasc in net investment income was due, in part, to a larger investment- base due to increased cash flows from
underwriting, higher investment yields on fixed maturity investments and an increase in income from limited partnership investments.

Also contributing to the increase, was an increase in capital and invested assets attributed to Ongoing Operations in 2005. Less
invested assets were needed in Other Operations j:lVCﬂ the reduct1on in Other Operations’ loss reserves and the reduction in invested
assets needed to support lhosc reserves. ’

BUSINESS INSURANCE . : . - ' . J

Business Insurance provides standard commercial insurance coverage to small and middle market commercial businesses, primarily
throughout the United States. This segment offers workers’ compensation, property, automobile, liability, umbrella and marine
coverages. The Business. Insurance segment also provides commercial risk management products and services.

Premiums ' - | 006 0 2005 2004

Written Premiums {1]
Small Commercial ’ $ 2728 $ 2,545 § 2,255
Middle Market ' . - 2457 2,456 : 2,320
Total - I o o ©$ 5,185 $ ' 5001 - $- 4575
Earned Premiums |1 o B : . ' :
Small Commercial . $ 2652 . $ 2,421 $ 2,077
Middle Market ) 2,466 2,364 - » 2,222
Total $ 5,118 " $ 4,785 $ 4,299
[1]The difference berween written p» emiums and eurned premiums is arrnhumble to the change in unearned premium reserve.
Premium Measures C - g - - 2006 - - 05 ‘ 2004
New Business Premium B . -
Small Commercial 3 533 $ 580 5 575
_ Middle Market : ' S 3 458 . § - 596! 3 574
Premium Renewal Retention . o . ST : :
Small Commercial ) ‘ o " 87% 88% . 87%
Middle Market 82% . 81% 83%
Written Pricing Increase (Decrease) - B ) ‘ T :
Small Commercial - o o T T 2% 7 5%
Middl¢ Market - B ! ‘ ‘ {4%) o (5%) (1%)
Earned Pricing Increase (Decrease) ' T b o ' ' ,
~ Small Commerctal . S _ ‘ % 3% 1%
. Middle Market . : (5% (3%) . 3%

Earned Premiums .
e ‘

Year ended December 31, 2006 compared to the year ended December 31, 2005

Earned premiums for the Business Insurance scgment increased $333, or 7%. The increase was primarily due to new business growth
outpacing non-renewals in both small commercial and middle market over the last six months of 2005 and the full year of 2006. Also
contributing to the increase in carned premiums was $16 of catastrophe treaty reinstatement. ‘premium payable to rcinsurers recorded as
a reduction of earned premium in 2005. Partially offsctting the increase in carned premium was the effect of eamed pricing decreases
in middle market and lllg,her propcrty catastrophe chaty remsurance costs.

¢ Small; commcrual carned prumum grew $231, or 10%, drwcn primarily by earned premlum g,rowth in workers’ compensation and
package busmess for both Select Xpand and tiaditionat Select business. 'Premium renewal retention for smail commercial
decreased slightly for the year ended December 31, 2006, from 88% to 87%, primarily due to commercial auto-business. New
business written premium for small commercial decreased by $47, or 8%, for the year ended December 31, 2006, primarily duc to

» lower production of new workers’ compensation, auto and package policies. Despite an increase in the number of appointed
agents to expand writings in certain territories, actions taken by some of the Company’s competitors to-increase commissions for
workers® compensation business may be contributing to the Company’s lower new business growth.

o Middle market carned premium grew $102." or 4%, driven primarily by growth in workers” compensation and marine carned
premium. Premium renewal retention for middle market increased slightly for the year ended December 31, 2006, from 81% to
82%, primar‘ily driven by workers’ compensation business. In response to increased competition; management has focused heavily
on premium renewal retention. New business written premium for middle market decreased by $138, or 23%, for the year ended
December 31, 2006, primarily due to increaséd competition for workers® compensation busmess
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®  As written premium is earned over the 12 month term of the policies, the unfavorable trend in earned pricing during 2006 was

primarily a reflection of the written pricing changes over the last six months of 2005 and the year ended December 31, 2006.

Year ended December 3 I 20035 compared to the year ended December 31, 2004

Eamed premlums for Busmess Insurance increased $486, or 11%, in 2005 primarily due to new business growth outpacing non-".
renewals in both small commercial and middle market over the preceding twelve months and modest earned pricing increases in small

commercial, partially offset by earned pricing decreases in middle market.

e  Growth in small commercial carned premium was driven primarily by g,rowth in workers’ compensation and package business for.
both Select Xpand and traditional Select. New business written premium for small commercial increased by $5, or 1%, as an
increase in new business for workers’ compensation was largely offset by a decrease in new business for package and commercial
auto. Premium renewal retention for small commercial increased from 87% to 88%, primarily duc to workers’ compensatlon and

package business, partially offset by Iower written pricing increases.

¢ Growth in middle market earned premlum was driven primarily by growth in workers’ compensation and marine, partially offset
| by a decrease in property and commercial auto. New business written premium for middle market increased by $22, or 4%, for the
year ended December 31, 2005, mostly related to workers’ compensation business. Premium renewal retention for middle market
decreased from 83% to 81%, primarily due to the effect of larger written pricing decreases and a decrease in retention on larger

accounts.

As substantlally all premiums in the segment are camed over a 12 month pollcy period, camed pricing changes for the year ended
December 31, 2005 primarily reflected written pricing changes during the last six months of 2004 and the year ended Decembcr 31,

2005.
Underwriting Summary 2006 2005 . 2004
Wrilten premiums . $ 5,185 3 ‘5,001 4,575
Change in uncarmed premium reserve, 67 216 276
Eamned premiums } 5,118 4,785 4,299
Losses and loss adjustment expenses
Currcm year 3,127 2,949 2,700
Prior year 61y 22 (67)
Total losses and Ioss‘ac‘ijustment expenses 3,066 2,971 . 2,633
Amortization of deferred policy acquisition costs 1,184 1,138 1,058
Insurance operating costs and expenses 250 280 248
Underwriting results 1. ’ $ 618 $ 3% 360
Loss and:loss adjustment expense ratio
* Current year -~ - 61.1 61.6 62.8
. Prior year’ {1.2) 0.5 (1.6)
Total loss and loss adjustment expense ratio 9.9 62.1 - 61.2
Expense ratio 27.7 29.5 30.1
Policyholder dividend ratio 03 0.1 0.2
Combined ratio N . L . ' 87.9 -91.7. 91.6
Catastrophe ratio - L S -
" Current ycar - : s ' ‘ ' 14 19 - v 3.4
- Prioryear ' 7+ ' ‘ {0.4) © 0.1 ‘(4.3
Total catastrophe ratié ™~ ' ) 1.0 20 0.9
Combined ratio before catastrophes 869 89.7 92.5
" Comibined ratio before cataslrophes and prior accident year :
development ) 87.7 89.4 '89.7
Current accident year loss and loss adjustment expense ratio
Current accident year loss and loss adjustment expense ratio before
catastrophes e ' 59.7 59.8 59.3
Current accident year catastrophe ratio e 1.4 . 1.9 -34 ..
- 61.1 62.8

Current accident yearloss and loss adjustment expense ratlo

61.6
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Underwriting results and ratios

' 1

Year ended December 31, 2006 compared to the year ended December 31, 2005 '

Underwriting results increased by $222, or 56%, with a corresponding 3.8 point dectease in the combined ratio, to' 87.9. The net

increase in underwriting results was principally driven by the following factors:.

Tncrease in current acaden! vear undeérvriting results before {_armtrophes . . s 121
Change to net favorable prior accident year development " o 83
Lower current accident year catastrophe losses ] ‘ 18
Increase in underwriting results from 2005 t0 2006 - ) ) $ 222 }

Increase in current accident year underwriting results before catastrophes
The $121 improvement in current accident year underwriting results before catastrophes was primarily due to:

Thc catastrophe treaty remstatcmem premlum that was recorded as a reduction of earned prcmlum

" in 2005 , _ $° 16
Excludmg catastrophe [freaty remstmcment premlum _ . R L.
—" A decrease in the combined ratio before catastrophes and prior accident year development ‘ 70
~ A 3317 increase in carncd premium (before catastrophe treaty reinstatement premium) at a

combined ratio less than 100.0 ) . . - 35
., Increase in current accident year underwriting rcsults before cataslrophes from 2005 to 2006 * 121 -

.and prior accident year development, to 87.7, was primarily driven by an improvement in the expense ratio. .

Before reinstatement premium, a lower combined ratio beforc catastrophes and prior accident year development improved current
accident year underwriting results before catastrophes by $70. The 1.7 point decrease in the combined ratio before catastrophes

® The expense ratio decrcased by 1.8 points, primarily due to the impact in 2006 and 2005 of chaﬁgés in the expected
assessments from Citizens and a continued shift to lower commission workers’ compensation business. The 'year ended
December 31, 2006 benefited from a $22 reduction in estimated Citizens® assessments related to the 2005 Florida hurricancs
and the year ended December 31, 2005 mcludcd a charge of $33 for assessments related to the 2004 and 2005 Honda
hurricancs,

®  Before catastrophes, the current accident yéar loss and loss adjustment expense ratio décreased slightly, to 59.7, primarily’ due
to a lower loss and loss adjustment expense ratio on small commercial workers’ compensation business, a decrease in non-
catastrophe property loss costs in small commercial and the effect on the ratio of catastrophe treaty reinstatement premium in
2005. Largely offsettinig the improvement was, an increase in non-catastrophe property loss costs in middle market; the effect
of carned pricing decreases in middle market and the effect of a shift to more workers’ compensation premium which has a
higher loss and loss adjustment expense ratio.than other business in the segment. The increase in non-catastrophe property
loss costs in middle market was primarily due to increasing claim severity. In small commercial, non—catastmphe property
loss costs were favorable due to favorable claim frequency.

[ S ' )

Change to net favorable prior accident year deveiopmem

There was a change from $22 of net unfavorable prior accident year reserve development in 2005 to $61 of net favorable prior
accident year reserve development in 2006. Net favorable reserve development of $61 in 2006 included a $58 reduction in
allocated loss adjustment expensc rescrves, primarily for workers” compensation and.package business related to accident years
2003 to 2005 and a $25 reduction in prior accident year catastrophe rescrves in 2006, of which $9 related to hurricanes Katrina,
Rita and Wilma in 2005 and $16 related to hurricanes Charley, Frances and Jeanne in 2004. Net unfavorable reserve development
of $22 in 2005 included a $50 increase in workers’ compensation reserves related to reserves for claim payments expected to
emerge after 20 years of development and a $40 strengthening of general liability reserves for accndent years 2000 to 2003 due to
higher than anticipated loss payments beyond four years of development. Partially offsetting the reserve mcreases in 2005 was a
$75 reduction in workers’ compensation reserves related to accident years 2003 and 2004.

e v, . (N Sl Lt .

Lower current accident year catastrophe losses

T

Current accident year catastrophe losses decreased by $18, from $89 in 2005 to $71 in 2006. Catastrophe losses in 2005 included
$68 of catastrophe losses from Hurricanes Katrina, Rita and Wilma. While hurricane losses were significantly lower in 2006, non-
hurricane catastrophe losses increased significantly due, in large part,'to (omadoes and hail storms in the Midwest and.windstorms
in Texas and on the East coast,
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Vear ended December 31, 2005 compared to the year ended December 31, 2004

Underwriting results increased by $36, with a 0.1 point increase in the combmed ratio to 91.7. The net increase in underwriting ‘results
was prmc1pally driven by the following factors:~. SN o . "

Lo

Increase in-current acc:dem year underwrumg results before carasrrophes . L L 3 67,

Lower current acc:dem Yyear catastrophe losses L _ o . 58

Change to net Imfavomb!e prior accident year development B ) (89)
Increase in underwriting results from 2004102005 . . . . . . 3 36 - -
Increase in current accident year underwriting results before catastrophes 1 L

The $67 improvement.in current accident year underwriting results before catastrophes was primarily due to: T

An increase in catastrophc ti'eaty reinstatement premium recorded as a rediiction of eared premium. $ - ' (ioy
Excluding catastrophe treaty reinstatement premium: . .
— A $496 increase in eamed premium at a combined ratio less than 100.0 ) 52 '
— A decrease in the combined ratio before catastrophes and prior accident year development 25

. Increase in Etirreht accid’em'year undf;wr"iting I'ESl.ih'S before catastrophes from 2004 to '2005 ~$ 67 '

Befofe reinstaterhent prcmlum a lower combined rauo before catastrophes and pnor accident year devc]opment 1mprovcd current’
dcc1dcm year underwriting restlts before catastrophcs by $25. Th&'0.3 point decrcase in the combmed ratlo béfore catastrophés’
and prior accident year dcvelopment t0 89.4, was primarily driven by a 0.6 point improvement in the ¢ expcnsc ratio, partially offsel

by a 0.5 point increase in thé current accident year loss and loss adjustment expense ratio before catastrophes ' '

+  Coniributing to the 0.6 point decrease i in the expense ratio was earned premium growth, a shift to more workers’ compensanon
business which has lower commissions and a $16 reduction in contingent commissions, partially offset by SZO of hurricane
related assessments in 2005. The $16 reduction in contingent commissions was due, in part, to a decision ‘madé by some
agents and brokers not to ‘accept contmgent commissions after the third quarter of 2004. :

*  The 0.5 point increase in the current accident year loss and loss adjustment expense ratio before catastrophes, to 59 8 was
primarily due to carned pricing decreases in middle market and increasing non-catastrophe property claim costs, parually
offset by earned pricing increases in small commercial and improved current accident year underwriting results for workers’
compensation business. The improved current accident year performance for workers’ compensation business was consistent
with the favorable prior accident year development recorded in 2005 related to accident years 2003 and 2004.

Lower current accident vear carasrrophe losses

Current accident year catastrophe losses,decreased by $58, from $147 in 2004 to $89 in 2005, Catastrophe losses-in 2005 for
Hurricanes Katrina, Rita and Wilma were $68 compated to catastrophe losses in 2004 for Hurricanes Char]ey, Franccs Ivan and
Jeanne of $98. -

r

Change to net unfavorable prior accident year development o

There was a change from $67 of net favorable prior accident year reserve development in 2004 to $22 of net unfavorable pnor
accident ‘year reserve development in 2005. Net unfavorable reserve development of $22 in 2005 included a $50 incréase in
workers’ compensation reserves related to reserves for claim payments expected to emerge after 20 years of development and a
$40 strengthening of general liability rescrves for accident years 2000 to 2003 due to higher than anticipated loss payments
beyond four years of development. Partially offsetting the reserve increases in 2005 was-a $75 reduction in workers’
compensation reserves recorded related to accident years 2003 and 2004. Net favorable reserve development of $67 in 2004
included a $175 release of September. 11 rescrves, partially offset by a $38 strengthening, of .reserves for small commercial
package business, a $25 strengthening of automobile liability reserves and a $23 strengthening of reserves for construction defects
claims.
- !
Outlook . '
For the 2007 full year, management expects the Business Insurance segment to achieve 2% to 5% written premium growth compared to
written premium growth of 4% achieved in 2006. In small commercial, the Company expects to generate 4% to 7% written premium
growth in 2007 by further increasing the number of appointed agents and growing premium in under-represented territories. 1In
addition, small commercial cxpects to grow new business by expanding its underwriting appetite, refining its pricing models and
upgrading product features. To support the expected increase in premium writings, small commercial continues to build a low-cost
operating model! that is scalable for further expansion.

Within middle market, the Company expccts no written premium growth in 2007 as the Company takes a disciplined approach to
evaluauni, and pncmg risks in the face of a decline in written pricing. Nevertheless, the Company will seek to increase its market share
in a number of regions where the Company is currently under-represented, While the Company will continue to focus on growing its
workers' compensation business in the most profitable states, the Company expects to shift the mix of middle market business from
workers' compensation to other lines in 2007. To support this Ob_ICC[lVC the Company plans to develop new underwriting and pricing
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models for commercial auto and property business. In 2007, the Company will continue to focus on renewal retention, particularly in
the mid-Western states, where competition is cxpected to be particularly strong.

Written pricing trends in 2006 were affected by increased competition as evidenced by 1% written pricing increases in small
commercial and 4% written pricing decreases in middle market. During 2006, non-catastrophe property loss costs increased, driven by
increasing claim severity in middle market, partially offset by favorable claim frequency and severity in small commercial. In 2007,
management expects claim severity to increase and claim frequency to be Iess favorable. Based on anticipated trends in earned pricing
and loss costs, the combined ratio before catastrophes and prior accident year development is expcctcd to be in the range of 88 5t091.5
in 2007.  The combined ratio before catastrophes and prior accident year dCVelopment was 87.7 in 2006. '

To summarize, management’s outlook in Business Insurance for the 2007 full year is;

o Written premium growth of 2% to 5%, including growth of 4% to 7% in small commercial and no growth in middle market
» A combined ratio before catastrophes and prior accident year development of 88.5 t0 91.5 -

IPERSONALLINES K . ] |

Personal Lines provides automobile, homeowners® and home-based business coverages to the members of AARP through a direct
marketing operation and to individuals who préféf local agent involvement through a network of independent ‘agents in the standard
personal lines market (“Standard”).  Up until the sale of the business on November 30, 2006, the Company also sold non-standard
auto insurance through the Company’s Omni Insurance Group, Inc. (“Omni”) subsidiary. Personal Lines also operates a member
contact center for health insurance products offered through AARP’s Heaith Care Options. The Hartford’s excluswe licensing
arrangement with AARP continues until January 1, _2020 for automobile, homeowners and home-based business. The Health Care
Options agreement continues through 2009,

Written Premiums [1]___ o __ 2006 2005 2004
Business Unir ' . . ) -
AARP - : e .8 2,5.80 $ 2,373 S . 2,244
Agency . o . 1,100 . 1,020 942
Other . _ - v ' L ) 197 Y283 371
Total K ' ' f ' ~$ 3877 §  3,676.° $ 3,557
Product Line B 1 R ’ e .. : :
Automobile e : - : $ 286 $ 2753 .. $ 2685
Homeowners ! 1,021 923 872
Total ) $ 3877 § 3,676 $ 3,557
Earned Premiums 1] . - 2006 C 2005 _ 2004
Business Unit ' - ' ' . ’ ] '
AARP . : $ 2466 % 2,296 $ 2146
Agency ' RO 1,068 997 - 907
Other ] 226 317 392
Total ' : ' o ' $ 3760 $ 3,610 $ 3445
Product Line . . . . . . . . :
Automobiie Lt - $ 2792 § 2,728 $ 2,622 -
Homeowners ’ s . 963 882 . 823
“Total R . S $ 3760 $ 3,610 $ - 3,445

[ 1] The difference between writien premiums and earned premiums is anributable 1o the change in unearned premium reserve.
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Premium Measures . | 2006 2005 2004

Policies in force at year end

Automobile 2,276,165 2,222,688 2,166,922
Homeowners ' ‘ . 1,460,679 1,384,364 1,348,573
Total policies in force at year end - 3,736,844 3,607,052 3,515,495
New business premium ' ‘ o
Automobile $ 0 469% 426§ - 469
Homgcowners . o $ 161 . % 131§ 115
Premium Renewal Retentmn ) L , ' . :
Automobile ' N 87% 87% . 89%
Homeowners ) ] . 94% 94% . 100%
Written Pricing Increase (Decrease) - ‘ ‘ . L - .
Automobile : . (1%) — . 3%
Homeowners 5% 6% 9%
Earned Pricing Increase (Decrease) . : . -
Automobile - ' ' < ’ Co(1%) 1% 5%
Homeowners : 8% 7% " - 11%

Earned Premiums '
Year ended December 31, 2006‘c0mpared to the year ended December 31, 2005

Earned premiums for the Personal mes segment increased $150, or 4% due primarily to earned premium growth in both AARP and
Agency business, partially offset by hlgher property catastrophe treaty reinsurance costs and a reduction in other earned premium. Also
coniributing to the increase in eamed premiums was $31 of catastrophe treaty reinstatément premium payable to reinsurers recorded as’
a reduction of eamed premium in 2005. Other. earned premium consists of premium camed on non-standard auto business written by
Omni and on business wmten through affinity partners other than AARP.

* AARP camcd prcmlum grew $170, or %, reﬂectmg growth in lhc size of the AARP target markct and the effect of direct
marketing programs to increase premium writings of both auto and homeowners.

*  Agency carned premium grew $71, or 7%, primarily as a result of an increase in the number of.agency appointments and further .
refinement of the Dimensions class plans first introduced in 2003. Dimensions, which had been rolled out to 42 states for auto and
39 states for homeowners as of. December 31, 2006, enables agents to generate a customized price for each policyholder,
independent of the risks and rates of other members of the same houschold. The plan, which is available through the company’s
network of independent agents, was enhanced beginning in the third quarter of 2006 as “Dlmensmns with Auto Packages” and the
enhanced plan is now offered in 29 states with four distinct package offerings. -

¢ Other eamned premium decreased by $91, or 29%, because of a strategic decision to reduce other affinity business and limit non-
standard writings to fewer geographic arcas, On November 30, 2006, the Company sold Omni and exited the non-standard atito
business. Refer to Note 20 of the Notes to Consolidated Financial Statements for further discussion.

The earmed premium growth in AARP and Agency was primarily due to new business written premium outpacing non-renewals over
the tast six months of 2005 and the full year of 2006 and to eamcd pricing increases in homeowners for both AARP and Agency.,

Auto earned premium grew $64, or 2% primarily from new business outpacing non-renewals in both AARP and Agency over the last
six months of 2005 and the year ended December 31, 2006, partially offset by a decline in other auto business. Before considering the
decline in other auto business, auto carned premium grew $154, or 6%. Homeowners’ earned premium grew $86, or 10%, primarily
due to new business outpacing non-renewals in both AARP and Agency business over the last six months of 2005 and the year ended
December 31, 2006 and due to earned pricing increases. Consistent with the growth in earned premium, the number of policies in force
has increased in auto and homeowners. The growth in policies in force does not correspond directly with the growth in camed
premiums due to the effect of earned pricing changes and because policy in force counts are as of a point in time rather than over a
period of time.

Auto new business written premium increased by $43, or 10%, to $469 in 2006. The increase in new business written premium was
primarily due to an increase in AARP and Agency new business, partially offset by a decrease in other new business. Growth in new
business was particularly strong in AARP with a growth rate of 20% in 2006. Homeowners’ new business written premium increased
by $30, or 23%, to $161 in 2006. The increase in homeowners’ new business written premium was duc to an increase in both AARP
and Agency new business.

Premium renewal retention in 2006 for auto of 87% and for homeowners of 94% remained flat from the prior year. For auto, overall
premium renewal retention was flat, despite a decrease in retention for Agency auto. For homeowners, an increase in retention of
. AARP business was offset by a decrease in retention of Agency business. Premium renewal retention for Agency auto decreased duc
to a shift to more six month policies that have a lowcr retention rate.
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The trend in eamed pricing during 2006 was a reflection of the written pricing changes in the last six months of 2005 and the year
ended December 31, 2006, Auto written pricing decreases are driven by an extended period of favorable results factoring into the rate
setting process. Homeowners’ written pricing continues to increase moderately due to insurance to value increases. = *

Year ended December 31, 2005 compared to the year ended December 31, 2004

Earned premiums increased $165, or 5%, due primarily to earned premium growth in both AARP and Agency, partiaily offset by a
reduction in other earned premium. Other earned premium consists of premium earned on non- standard auto business written by Omni
and on business written through affinity partners other than AARP.

e AARP eamed promlum grew 3150, or 7%, reflecting growth in the size of the AARP target markct and the effect’of direct
marketing programs to increase premium writings, particularly in auto. -

e  Agency carned premium grew $90, or 10%, as a result of continued growth of the Dimensions class plans first mtroduced in 2004.
Dimensions, which had been rolled out to 41 states for auto and 37 states for homeowners as of December 31 ‘2005, allows
Personal Lines to write a broader class of risks. - : '

o  Other eamed premium decreased by $75, or 19%, primarily because of a strategic decision by managemem to focus on more
profitable non-standard auto business.’

The eamned premium growth in AARP and Agency during 2005 was primarily due to new business written premium outpacing non-
renewals for auto business in 2004 and 2005 and to earned pricing increases in homeowners’ business. .o

Auto earned premium grew $106, or 4%, primarily from growth in AARP and Agency, offset by a decline in other earmed premmms

Before considering the decline in other earned premium, auto earned premium grew $240, or 8%. Homeowners’ carned premium grew
$59, or 7%, due to growth in AARP and Agency business, partially offsct by a decline in the Affinity business includedswithin other’
earned premiums.  Consistent with the growth in earned premium, the number of policies in force has increased in auto and
homeowners. ‘The growth in policies in force does not correspond dlrectly with the growth in carned premiums due to the effect of
earncd pricing changés and because policy in force counts are as of a point in time rather than .over a period of time. '

Auto new business written premium decreased by $43, or 9%, to $426 in 2005, due prrmanly 10 a $52 decline in Omni new business
and, to a lesser extent, a decline in Agency and Other Affinity new business, partially offset by an increase'in AARP new business.
Homegwners’ new business written premium increased by 316, or 14%, to $131 in 2005 prrmanly due to an 1ncrease in Agency new
busincss writien premium, - | e

Tt Tew s e

Premium renewal retention-decreased in 2005 for both auto and. for homeowners, from 89% to 87% for auto, and from 100% o 94%
for homeowners.  Premium renewal retention for automobile decreased primarily due to lower written pricing increases and a decrease
in retention in Agency business, partially offset by.an increase in retention to AARP business. Premium renewal retention for
homeowners decreased primarily due to a decrease in retention of Agency business and lower written pricing increases.

The mederation in earned pricing increases durmg 2005 isa reﬂecuon of. wrmen pncmg changes in the last six months of 2004 and the
year ended December 31, 2005. The wriiten pricing declines are reflective of the company's response in different states and different
aulo segments to the current levels of price adequacy Written pricing for homcowners has increased primarily due to increased
insurance to value.
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Underwriting Summary 2006 L2005 2004

Written premiums $ 3,877 s 3,676 Ay 3,557
Change in uneamed premium reserve 117 ' - 66 112

Earned premiums ' o 3,760 T 3,610 3,445
Losses and loss adjustment expenses ' ' - ' ' o

Current year ) . 2,516 . 2,389 2,509

Prior year ' (38) (95) 3
Total losses and loss adjustment expenses : . . o ..2,478 < 72,204 : 25127 .
Amortization of deferred policy acquisition costs 622 581 . 530
Insurance operating costs and expenses ' - 231 C 275 * 265

Underwriting results - , $ - 429" § 460 3 138
Loss and loss adjustment expense ratio ) ’ ) . ) l '

Current year , ’ ' ’ . 669 66.2 72.8

Prior year ' | ' (1.0) (2.6) 0.1
Total loss and loss adjustment expense ratio _ . 65.9 63.6 . 129
_E__:gpcnse ratio L - . ‘ X - 227 23.7 231
Combinedratio- . ., -1 . , " : _ 88.6. 87.3 . 96.0
Catastrophe ratio : B L e 3 L

Current ycar ) ) : 32 2.7 7.7

‘Prior year.” ' ot ' o 04 = 02 "+ {0.3)
Total catastrophe ratio ' ‘ ) 2.8 .29 74
Combined ratio before catastrophes 85.8 844 " BR.6
Compbined ratio before catastrophes and prior accident year development 864" 87.2. 88.2
Other revenues [17 _ , , § . 135 3 121 8 123
[1] Represenis servicing revenue .
Current accident year loss and loss adjustment expense ratio 2006 2005 . 2004
Current accident year loss and loss adjustment expense ratio before ' o . ‘
catastrophes ' o 638 63.5 fT 65l
Current accident year catastrophe ratio ' oo Lot 32 2.7 1.7
Current accident year loss and loss adjustment expense ratio T 669 66.2 72.8

Combined Ratios

Automobile : R T 936 © 907 95.7"
Homeowners 3 ' ] ) 3 . 74.0 _76.6 96.8
Total o ’ .- . 886 - 873 . 926.0

Underwriting Results and Ratios
Year ended December 31, 2006 compared to the year ended December 31, 2005 .

Underwriting results decreased by $31, or 7%, with a corresponding 1.3 point increase in the combined ratio, to 88.6. The net decrease
in underwriting results was principally driven by the following factors:

LS

Decrease in net favorable prior accident year development . ) - 3 (57)
Higher current accident year catastrophe losses . ' ' (22) ,
Increase in current dccident year underwriting results before calastrophes 48

_ Decrease in underwriting results from 2005 to 2006 3 (31)

Decrease in net favorable prior accident year development
"y

Net favorable pnor accident year reserve development of $38 in 2006 mcluded a $53 reduction i in auto llablllty reserves and a $23
reduction in hurricane catastrophe reserves, including $10. related to Hurricane Katrina in 2005 and $7 related to Hurricane Charley
in 2004, partiatly offset by a $30 increase in reserves for personal auto liability claims due to an increase in estimated severity on
claims where the company is exposed to losses in excess of policy limits. The $53 reduction in auto liability reserves in 2006
included a $31 reduction in reserves for auto liability claims related to accident year 2005 as a resuit of better than expected
frequency trends and a $22 reduction of reserves for AARP and other affinity auto liability élaims related to accident years 2003 to
2005 as a result of better than expected severity trends. Net favorable prior accident year reserve development of $95 in 2005
included a $95 reduction in'reserves for allocated loss adjustment expenses.

4
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Higher current accident year catastrophe losses

Despite lower hurricane losses in 2006, current accident year catastrophe losses increased by $22, from $98 in 2005 to $120 in
2006. Catastrophe losses increased principally due to losses in 2006 from tornados and hail storms in the Midwest and windstorms
in Texas and on the East coast, Catastrophe losses in 2005 included $51 of losses from Hurricanes Katrina, Rita and Wilma,

Increase in current accident year underwriting results before catastrophes

The $48 improvement in current accident year underwriting results before catastrophes was primaril'y due to:

The catastrophe treaty reinstatement premium that was recorded as a reduction of earned premium in 2005 o $ 31

Excluding catastrophe treaty reinstatement premium

— A 5119 increase in earned premium at a combined ratio less than 100.0 ' "6

— A slight improvement in the combined ratio before catastrophes and prior accident year development ]
Increase in current accident year underwriting results before catastrophes from 2005 to 2006 ~ 5 48

The combined ratio before catastrophes and prior year development decreased by 0.8 points, to 86.4, due 10 the effect of $31 of
catastrophe treaty reinstatement premiums recorded as a reduction of earned premium in 2005. Before the effect of catastrophe
treaty reinstatement premium, the combined ratio before catastrophes and prior accident ycar development was relativety flat,
improving current accident year underwriting results before catastrophes by only $1. "

The 0.8 point decrease in the combined ratio before catastrophes and prior aceident year development was priinarily driven by a
1.0 point decrease in the expense ratio, to 22.7, partially offset by a 0.3 point increase in the current accident year loss and loss
adjustment expense ratio before catastrophes, from 63.5 to 63.8. '

e The 1.0 point improvement in the expense ratio was primarily due to the impact in 2006 and 2005 of changes in the expeeted
assessments from Citizens. The year ended December 31, 2006 benefited from a $19 reduction of estimated Citizens’
assessments related to the 2005 Florida hurricanes whereas the year ended December 31, 2005 included a charge of $30 for
assessments related to the 2004 Florida hurricanes.

e The.3 pomt increase in the current accident year loss and loss adjustiment expense ratio before Catastrophes was prmc1paliy
duc to an increase in non-catastrophe property loss costs for homeowners, primarily driven by an increase in claim severity,
and an increase in the loss and loss adjustment expense ratio for auto liability claims, partially due to a shift to more
Dimensions product business within Agency. Partially offsetting the increase in the current accident year loss and loss
adjustment expense ratio before catastrophes was the effect of catastrophe treaty reinstatement premiums recorded as a
reduction of earned premium in 2005.

Year ended December 31, 2005 compared to the year ended December 31, 2004 .

Underwmmg results increased by $322, with a correspondmg 8.7 point decrease in the combined ratio, from 96.0 to 87.3. The net

increase in underwriting results was principally driven by the following factors:

Lower current accident year catastrophe losses § - 166

Change to net favorable prior accident year development of 95 in 2005 98

Increase in current accident year underwriting results before catastrophes ) ' 58
Increase in underwriting results from 2004 10 2005 . $ 322

Lower current accident year catastrophe losses

Current accident year catastrophe losses decreased by $166, from $264 in 2004 to $98 in 2005. Catastrophe losses in 2005 for
Hurricanes Katrina, Rita and Wilma were $51 compared to catastrophe losses in 2004 for hurricanes Charley, Frances, Ivan and
Jeanne of $215,

Change to net favorable prior accident year development

There was a change from $3,0f net unfavorable prior accident year reserve development in 2004 to $95 of net favorable prior
accident year reserve development in 2005, Net favorable reserve ‘development of $95 in 2005 represented a $95 reduchon in prior
accident year reserves for allocated loss adjustment expenses, predominantly related to auto liability claims. :

Increase in current accrdent year zmdenvmmg results before catasirophes e .

The $58 1mprovement in current accident year underwriting results before catastrophes was pnmarlly due to:

An increase in catastrophe treaty reinstatement premium récorded as a reduction of eamed premium | . $ (24)

Excluding catastrophe treaty reinstatement premium: _

— A decrease in the combinced ratio before catastrophes and prior accident year development 58

— A $189 increase in earned premiuwm at a combined ratio less than 100.0 ' 24
Increase in current accident year underwriting results before catastrophes from 2004 to 2005 - % 58

s
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Before reinstatement premium, a lower combined ratio before catastrophes and prior accident year development improved current
accident year underwriting results before catastrophes by $58. The 1.0 point decrease in the combined ratio before catastrophes
and prior accident year development, to 87.2, was primarily driven by a 1.6 point decrease in the current accident vear loss and loss
adjustment expense ratio before catastrophes, partially offset by a 0.6 point increase in the expense ratio.

e The 1.6 point decrease in the current accident year loss and loss adjustment expense ratio before catastrophes was primarily
due to lower current accident year loss costs for auto liability claims and eamed pricing increases for homeowners business
" slightly outpacing increascs in non-catastrophe property loss costs, partially offset by the effect on the ratio of an increase in
catastrophe treaty reinstatement premium. The lower current accident year loss and loss adjustment expense ratio for auto
, lability claims was consistent with the favorable prior accident year development on auto liability allocated loss adjustment
expense reserves recognized in 2005, Within homeowners an increase in loss costs was due entircly to mcre'lsmg claim
severity.
e The expense ratio increased by 0.6 points, t0 23 7, prlmarzly due to $31 of hurricane- rclated assessments in 2005

Qutlock ‘ : T ’ o

Management expects the Personal Lines segment to deliver 4% to 7% written premium growth in 2007, compared to written premium
growth of 5% in 2006. Written premium growth of 3% to 6% in auto and 7% to 10% in homeowners is expected to come from growth
in both AARP and Agency. For AARP business, management cxpects to achieve its targeted written premium growth primarily
through an increase in marketing to AARP members. .In addition t6 marketing through mail, magazines and other traditional channels,
the Company plans to attract new customers by continuing to help AARP blllld its membershlp, using internet advertisements and
piacing more direct response television advertisements. :

For the Agency business, mana;,ement expects to increase written premium by further enhancing the Dimensions product and
increasing the number of appointed agents. Throughout 2007, the focus will be to successfully engage new and recently appointed
agents. The Company sold its Omni non-standard auto business on November 30, 2006 and because Omni accounted for 3% of wmten
premium in 2006, Personal Lines written premium growth: will be moderated by the sale of this business.

Streng underwriting profitabitity within the past couple of years has intensified the level of competition, putting downward pressure on
rates. For auto, writtén pricing in 2006 was down 1% and, for homeowners, written pricing increases in 2006 of 5% were lower than
they had been in 2005. Non-catastrophe loss cosis in homéowners increased in 2006, driven largely by an increase in claim severity.
Management expects claim severity to increase again in 2007 and claim frequency to be slightly negative. While earned pricing and
loss cost trends arc expected to be less favorable in 2007, underwriting results in 2007 will benefit from the sale of Omni which
generated an underwriting loss of $52 in 2006. The Company expects a 2007 combined ratio before catastrophes and prior accident
year development in the range of 84.5 to 87.5. The combined ratio before catastrophes-and prior accident ycar development was 86.4 in
2006.

To summarize, management’s outlook in Personal Lines for the 2007 full year is:

e Written premium growth of 4% to 7%, including growth of 3% to 6% in auto and 7% to 10% in homeowners
e A combined ratio before catastrophes and prior acmdent year development of 84.510,87.5

SPECIALTY COMMERCIAL

Specialty Commercial offers a variety of customized insurance producls and risk managément services. The segment provides standard

commercial insurance products lmludmg workers’ compensation, automobile and liability coverages to large- sized companics.

Specialty Commercial also provides professional liability, fidelity and surety, specialty casualty. and livestock coverages, as well as

core property and excess and surplus lines coverages not normally written by standard lincs i msurers Specialty Commercial provides

other insurance products and services primarily 1o ¢aptive insurance.companies, pools and self-insurance groups. In addition, Specialty

Commercial provides third-party administrator services for claims administration, integrated benefits, loss control and performance
measurement through Specialty Risk Services. ' '

Written Premiums [1] . 2006 2005 . . 2004

Property i 5§ 212 $ 211 $ 443
Casualty ) 5710 g15 743
Professional liability, fidelity and surety : 697 . T 613 539
Other ) 117 167 115
Total $ 1,59 $ 1,806 5 1,840
Earned Premiums [1]
Property . 5§ 213 $ 245 $ 461
Casualty ' . 567 787 635
Professional liability, fidelity and surety . 650 555 : 523
Other 120 170 107
Total $ 1,550 $ 1,757 $ 1,726

[1] The difference between written premiums and earned premiums is attributable 1o the change in unearned premium reserve.

101l



Earned Premiuns

Year ended December 31, 2006 compared to the year:énded-l)ecémber 31, 2005 .,
Earned premiums for the Sp—ecialty Commercial se&,mettt decreased by $2d7 or 12%, primarily due to decreases in casualty, property
and other earned premiums, partially offset by an increase in profcssnonal liability, fidelity and surety carned premiums and the effect

. of 826 of catastrophe treaty reinstatement premium payable to reinsurers ‘recorded as a reduction of earned premtum in 2005.

#

¢ Property earned premium decreased by $32, or 13%, primarily due to a decrease in new business and renewals in the latter half of
2005 and the full year of 2006 as well as ihe effect of an increase in reinsurance costs for 2006 treaties and additional catastrophe
reinsurance purchased in the fourth quarter of 2005, Partially offsetting the decrease in eamned premiums was $34 of ‘catastrophe
treaty reinstatement preimiums payable to reinsurers recorded as a reduction of earned premium in 2005 and double digit earncd
pricing increases during 2006. The reduction in new business and renewals reflects a decision to reduce catasfrophe loss
exposures in certain geographic areas and a determination that, desptte rate increases, rates on some businéss opportunitics were
not adequate. Property business has expericnced significant rate increases throughout 2006, reflecting a hardening of the market
after the 2005 hurricanes. ’ _ ‘

¢ Casualty earned premiums decreased by $220; or 28%, primarily because of the non-renewal of a single captive insurance program

- and a decline in new business written premium growth, Partially offsetting the decrease was an.increase in premium rétention and
the effect of renewing a single large deductible policy as a retrospectively rated policy which.bears a higher premlum The single
captive insurance program accounted for,carnéd premium of $241 for the year ended December 31, 20035,

s Professional ltablhty, fidelity and surety carned premiufih grew $95, or 17%, due primarily to a decrease in-the portion of rtsks‘
ceded to outside reinsurers, new business growth in.commercial and contract surety business, carned pricing increases in contract
surety business and new business growth in middle market and small commercial professional liability business, partially offset by
earned pncmg decreases in professional liability. The"growth in commercial and contract surety was prtmanly driven by an
increase in the number of fidelity and surety bonds issued to existing accounts. : 1 '

e  Within the “other” category, earned premium decreased by $50, or 29% The “other” category of eamed premiums inciudes
premiums assumed and ceded under inter-segment arrangements and co-participations. "Under an inter-segment arrangement,
beginning in the first quarter of 2006, the Company allocated more of the premiums ceded under the principal property. catastrophe
reinsurance program to. Spcmalty Commercial and less to Business Insurance and Personal Lines. In addition, beginning in the
third quarter of 2006, the Company reduced the premtums assumed by Spec1alty Commercial under mter-segment arrangements
covering certain liability c]alms . . .

&

Year ended December 31, 2005 compared io the year. ended December 3 I 2004

Earned premiums for the Specialty Commercial segment mcreased by §3 I ,or 2%-, due to an increase in casualty, professional liability,
fidelity and surety and other carned premiums, partially offset by a decrease in property carned premiums. '

«  Property earned premium decreased $216, or 47%, primarily because of a decline in new business and a décrease of $127 due to
the decision made in the fourth quarter of 2004 to exit the multi-peril crop insurance (“MPCI") business, partially offset by an
increase in premium renewal retention. Also reducing earned premium was a '$22 increase in reinstatement premiums paid to
reinstate reinsurance treaty limits as a result of losses ceded from third and fourth quarter hurricanes of 2005 compared to
reinstatement premiums paid in 2004 as a result of losses ceded from the third quarter hurricanes of 2004.

s Casualty earned premiums grew $152, or 24%, primarily because earned premium in 2004 included a $90 decrease in earncd
premiums under retrospectively-rated policics. The remaining growth of 362 was largely attributable to the effect of eamed pricing
increases, partta]ly offset by a decrease in now. business growth ln 2005 and 2004, a single capttve insurance prog,ram accountcd
for earned premium of $241 dnd $226, respecttvely . : .

e Professional liability, fidelity and surety carmed prermum grew $32, or 6%, duc to a decrease in the pomon of risks ceded to
outside reinsurers, new busmess growth in commercial and contract surety business, an increase in earned p]‘lCll‘lg for fidelity and
surety business, and a decrease in the price of ﬁdeltty and eurety remsurance parttally offset by eamned pricing decreases in
professional liability. '

s  Within the “other” category, earned premium increased by $63, or 59%, primarily duc to mcreased premiums on inter-segment
TCINSUrance programs. o :
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Underwriting Summmary 2006 . L 2005 2004 -
Written premiums 3 1,596 S 1,806 $ 1,840 -
Change in uncared premium reserve - 46 : 49 114°
Earned premiums . : - 1,550 1,757 1,726
Losses and loss adjustment expenses .
Current year 1,063 1,377 1,345
Prior year 35 109 69
Total losses and loss adjustment expenses 1,098 1,486 1,414
Amortization of deferred policy acquisition costs 300 281 , . 257.
Insurance operating costs and expenses 83 . 155 108
Underwriting results . : , $ 64 - . § . (165 § (53)
Loss and loss adjustment expense ratio : '
Current year 68.5 784 77.9
Prior year 23 6.2 4.0
Total loss and loss adjustment expense ratio 708 84.6 81.9
Expense ratio : 254 . 243 21.1,
Policyholder dividend ratio . (Q.3) s .05 0.1
Combined ratio . R . o 959 , . 109.4 103.1
Catastrophc ratio ]
Current year o - : * 06 - 9.3 6.3
Prior year ; (2.4) . 0.1 6.7)
Total catastrophe ratio (1.9) 9.5 (0.4}
Combined ratio before catastrophes 97.8 99‘-9 103.5 .
Combined ratio before catastrophes and prlor accident year i : : '
development ., ) 93.0 938 i 928
Other revenues [1] ‘ 3 338 $ 342 S 314
[1] Represents servicing revenue .
Current accident year loss and loss adjustment expense ratio ,
. Current accident year loss and 16ss adjustment expense ratio before ' o .
catastrophes - : . 619 69.0 716
Current accident year catastrophc ratio 0.6 9.3 6.3
Current accident year loss and loss adjustment expense ratio 68.5 784 77.9

Underwr!tmg Results and Ratios B "

Year ended December 3 1, 2006 wmpared 1o rhe year. ena’ed December 3 1, 2005

Underwriting results increased by $229, with a corrc%pondmg 13.5 point decrease in the combined ratio, to 95 9. The increase in

underwriting results was principally driven by the following factors:

Decrease in current accident year catastrophe losses ., . & ., 156

Decrease in net unfavorable prior accident vear development .+ : “ - 74

Decrease in current accident year underwriting results before cata wophes (1)
Increase in underwriting results from 2003 to 2006 ' 229

Tt v S KE

Decrease in current acc;dem year catmtr ophe ]m‘sev . PR

" Clrrént accident year .catastrophe ioqses decreascd from by $156 $164 in 2005 to $8 in 2006 Catastrophe losses in 2005 .

includéd $145 of losscs for humcanes Katrina, Rna and Wilma. .

Decrease in net unfavorable prior accident year deve]opmem

Net unfavorable pnor accident year reserve development of $35 in 2006 mcluded a $45 strengthening of reserves for construction
defects claims on casualty business for accident years 1997 and prior and a $20 Strehgthening of allocated loss adjustment expense
reserves on workers’ compensation policies for claim paymenis expected to emerge after 20 years of development, partially offset
by a $35 reduction in catastrophe reserves related to the 2005 hurricanes. The reduction in catastrophe reserves included a $28
reduction in net losses related to hurricane Katrina, despite a $24 increase in the gross loss estimate for hurricane Katrina. The
decrease in net catastrophe loss reserves was primarily because hurricane Katrina losses on specialty. property business were
reimbursable under a specialty property reinsurance treaty covering national-account business as well as under the Company’s
principal property catastrophe reinsurance program. Under the provisions of an inter-$egment reinsurance arrangement, a portion
of the recoveries from the Company’s principal property catastrophe reinsurance program related to the reserve strengthening
were allocated to Specialty Commercial.
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Net unfavorable pnor accident year reserve development of $109 in 2005 included a $70 strengthening of workers’ comipensation

reserves for claim payments expected to emerge after 20 years of development and a $20 strengthening of reserves for large

deductible workers’ compensation policies related to accident years 1999 to 2001. Reserve development in 2005 also included a

release of reserves for directors and officers insurance related to accident years 2003 and 2004 and strengthening of prior accident

year reserves for contracts that provide auto financing gap coverage and auto lease residual value coverage; the release and
" offsetting strengthening were each approximately $80.

Decrease in current accident year underwriting rvesulls before catastrophes

Decrease in current accident year underwriting results beforc catastrophes losses and catastrophe

‘treaty reinstatement premium "8 27N
Catastrophe treaty reinstatement premium recorded as a reduction of earned premium in 2005 26
Decrease in current accident year underwriting results before catastrophes from 2005 to 2006 $ )

Before considering the $26 decrease in catastrophe treaty reinstatement premium, current accident year underwriting results before
catastrophes for Specialty Commercial decreased by $27. Current accident year underwriting results before catastrophes for
casualty decreased, primarily due to a higher loss and loss adjusiment expense ratio. Before considering the decrease in
catastrophe treaty reinstatement premium, current accident year underwriting results before catastrophes for property also
decreased, primarily due to a decrease in earned premium, partially offset by the effects of lower non-Catastrophe property loss
costs. For professional liability, fidelity and surety business, current accident year underwriting resuits before catasirophes were
relatively flat as an improvement in fidelity and surety was offset by a decrease in professional liability. For professional liability
business, the effect of a higher loss and loss adjustment expense ratio and lower ceding commissions was partially offset by the
effect of earned premium growth, Also contributing to the decrease in Specialty Commercial underwriting results was an increase
in the allocation to Specialty Commercial of prcmrums ceded under the Company 3 pnnc1pal property catastrophe reinsurance
program. '
Year ended December 31, 2005 compared to the year ended December 31, 2004

+ - . s

Underwriting results decreased by $112, with a corresponding 6.3 point increase in the combined ratio, to 109.4. The net decrease in
underwriting results was principally driven by the following factors:

Increase in current accident year catastrophe losses § . (53)

Increase in net unfavorable prior accident yvear development ‘ : < T T40)

Decrease in current accident year underwriting resulls before carasrraphes e L ) (19)
Decrease in underwriting results from 2004 to 2005 _ -3 (112)

[ncrease in current gecident year catastrophe losses ‘ . T .

Current accident year catastrophe losses increased by $53, from $111 in 2004 to $164 in 2005. Catastrophe losses .in 2005, for
hurricanes Katrina, Rita and Wilma were $145 compared to catastrophe losses in 2004 for hurricanes Charley, Frances; Ivan and
Jeanne of $81. Catastrophe losses in 2005 and 2004 include $70 and $19, respectwely, of catastrophe 10sses assumed under inter-
segment reinsurance programs

Increase in net unfavorabie prior accident year development ' e e

Net unfavorable prior accident year reserve development increased by $40, from $69 in 2004, to $109 in 2005. Net unfavorable
prior accident year reserve development of $109 in 2005 included a $70, strengthening of workers” compensation reserves for
_claim payments expected to emerge after 20 years of development and a $20 strengthening of reserves for large deductible
workers’ compensation policies related to accident years 1999 to 2001. Reserve development in 2005 also included a release of
reserves for directors and officers insurance related to accident years 2003 and 2004 and strengthening of prior accident year
reserves for contracts that provide auto financing gap coverage and auto lease residual value coverage; the release and offsetting
strengthening were each approximately $80. Net unfavorable prior accident year reserve development of $69 in 2004 included
$167 of reserve strengthenmg for construction defect claims, a release of $116 in September 11 reserves and strengthemng in
large deductrble workers compensation reserves and a release in other hablllty reserves, each approximately $150.

0 - . N -

Decrease in current accident year underwriting resuirs before catastrophes
The (319) decréase in current accident year underwritin'g results before calastrop_hes wis p'rimarily due to:

Effect of lower cument accident year undcrwrmng results in property, parually offset by

improvement in professional liability - * - : $° (8D
Increase in catastrophe treaty reinstatement premium recorded as a reduction of earned premiym - (22)

* Decrease in earned premiums under retrospectively rated policies in 2004 * .+~ ) -+ 90
Décrease in current accident year undenwriting results'béfore catastrophes from 2004 t0 2005 - §  * (19)
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Contributing to the lower current accident year underwriting results in property were higher non-catastrophe losses and a reduction in
profit commissions due to increased catastrophe losses. Contributing to the improvement in current accident year underwriting results
for professional liability was a reduction in the current accident year loss and loss adjustment expense ratio, pamally offset by a
reduction in ceding commissions. -

Outlook

In 2067, the Company expects written premium growth of 3% to 6%. Property written premium was relatively flat in 2006 as the effect
of significant direct written pricing increases offset by a decline in new business growth, lower written premium renewal retention and
higher reinsurance costs. Contributing to the higher reinsurance costs in 2006 was the cost of second event coverage following the
2005 hurricanes which was fully expensed by June 30, 2006. The Company expects that rate increases and new business growth will
result in a written premium increase in property business in 2007; although the level of property business written in 2007 will largely
depend on how much rates continue to increase to reflect higher reinsurance costs. - :

While casualty wrnitten premium declined during 2006 due Iargely to the non-renewal of a single captive insurance program,
management expects a modest increase in casualty written premium in 2007. To grow specialty casualty business, the Company will
focus on increasing its share of business with larger brokers and will continue to improve sales execution at regional offices. Within
professional liability, fidelity and surety, management expects growth in professional liability and fidelity written premium, partially
offset by a decline in surety bond written premium. Despite declining written pricing, management expects to grow professional
liability written premium in 2007 by, among other things, -expanding sales to small and middle market companies and larger private
companies and writing more public employment practices'liability insurance. Written premium growth could be lower than planned in
any-one or all of the Specialty Commercial businesses if written pricing is less favorable than anticipated and management determines
that new and renewal business is not adequately prlccd . B
During 2006, written pricing decreased in casualty and professional liability and increased in property as well as in fidelity and surety.
In the latter half of 2006, competition intensified for professional liability business, particularly for directors’ and officers’ insurance
coverage. A lower frequency of class action cases in the past couple of years. has put downward pressure on rates and this trend could
reduce the growth rate of the Company’s professional liability business going forward. During 2007, the Company expects a lower
non-catastrophe loss and loss adjustment expense ratio in specialty property due to the growth in eamed pricing. Given the anticipated
trends in pricing and loss costs in Specialty Commercial, management expects a combined ratio before catastrophes and prior accident
year development in the range of 92.0 to 95.0 for 2007. The combined ratio before catastrophes and pnor aC(:ldent year development
was 93.0 in 2006. . .-

To summarize, management’s outlook in Specialty Commercial for the 2007 full vearis: - '’ ’ : "t

s Written premium growth of 3% to 6%
¢ A combined ratio before catastrophes and prior accident year development of 92.0t0 95.0

OTHER OPERATIONS (INCLUDING ASBESTOS AND ENVIRONMENTAL CLAIMS)

L T ] - [
L

Operating Summary L o
' ‘2006 2005 2004 -

Written premiums ) . , $ .4 $ . 4 s (10)
Change in uneamed prcmlum reserve - S R (l)' . — (34
Earned premiums | . . L .5 . 4 . 24
Losses and loss adjustment expenses | , o . - } L. - Lo
Current year L ‘ o . . — ) — . ..t 36
Prior year L ' 360 212 409
Total losses and loss adjustment expenses - 360 - 212 © 7 445,
Amortization of deferred policy acquisition costs ‘ : © — ' 3) : 5 .
Insurance operating costs and expenses . . ) _ 11 - 2] R - 22 "
Underwriting results o ) . . ’ ' " (366) . (226) - (448)
Net investment income : : 0261 ‘ . 283 - 345
Net realized capital gains - e : 26 25 35
Other expense e ot <D v (nH ’ 37N
Income tax benefit (expense) =~ - 45 L)) 60
~_Net income (loss) ] ' ‘ $ 35 $ _n 3 (43)

The Other Operations segment includes operations that are under a single’ management structure, Heritage Holdings, which is
responsible for two related activities. The first acuvny is the management of certain subsidiaries and operations of the Company that
have discontinued writing new business. The second is the management of claims (and the associated reserves) relatéd to asbestos, *
environmental and other exposures. The Other Operations book of business contains policies written from approximately the 1940s to
2003. The Company’s experience has been that this book of runoff business has, over time, produced significantly higher claims and
losses than were contemplated at inception. '
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" be on the-Company’s aggregate asbestos liabilitiés.

Year ended December 31, 2006 compared to the year ended December 31, 2005 : ,
Other Qperations reported a net loss of $35 in 2006 compa;ed to net inconﬁc of $71 in 20035, driven by the following:

e A $140 decrease in underwriting results, primarily due to a $148 increase in prior year loss development. Reserve development in
2006 included a $243 reduction in net reinsurance recoverables as a result of the agreement with Equitas and the Company’s
evaluation of the reinsurance recoverables and allowance for uncollectible reinsurance associated with older, long-term casualty
liabilities reperted in the Other Operations segment, $43 of environmental reserve strengthening, and 312 of reserve strengthening
for assumed. reinsurance. In 2005, reserve development included $85 of reserve strengthening for assumed reinsurance, $37 of
envirenmental reserve strengthening, and a $20 increase in the allowance for uncollectible reinsurance.

¢ A $22 decrease in net investment income, primarily as a result of a decrease in invested assets resulting from net loss and loss
adjustment expenses paid. Other Operations® net investment income includes income earned on the separate portfolios of Heritage
Holdings, and its subsidiaries, and on the Hartford Fire invested asset portfolio, which is allocated between Ongoing Operations
and Other Opcrations. The Company attributes capital and invested assets to each segment using an intermally developed risk-
based capital attribution methodology.

_.* ~ A change from an income tax expense of $10 in 2005 to an income tax benefit of S45 in 2006, as a result of a pre-tax foss i in 2006.

Year ended December 31, 2605 compared to the year ended December 31, 2004

- '

Other Operations reported net income of $71 in 2005 compared to a net loss of $45 in 2004, driven by the following:

e A $222 increase in underwriting results, primarily due to a $197 decrease in prior year loss development. Reserve development in
2005 included $85 of reserve strengthening for assumed reinsurance, $37 of environmental reserve strengthening, and a $20
increase in the atlowance for uncollectible reinsurance. In 2004, reserve development included a $181 provision for the
reinsurance recoverable asset associated with older, long-term, casualty liabilities, $170 of reserve strengthening for assumed
reinsurance, and $75 of environmental reserve strengthening, which was partially offset by a $97 release of September 11 reserves.

¢ A 362 decrease in net investment income, prlmanly as a result.of a decrease in mvested assets resulnng from net losses and loss
.adjustment expenses paid. . -

¢ A change from an income tax bcncﬁt of $60 in 20{)4 to an income tax expense of SIO in 2005, as a result of pre-tax income in
2005. . .

Asbestos and Environmental Claims

The Company continues to receive asbestos and environmental claims. Asbestos claims relate primarily to bodily injurics asscrted by
people who came in contact with asbestos or products containing asbestos. Environmental claims relate primarily to pollution and
related clean-up costs.

The Company wrote scveral different categorics of insurance contracts that may cover asbestos and environmental claims. First, the
Company wrote primary policics providing the first layer of coverage in an insured’s liability program. Second, the Company wrote
excess policics providing higher layers of coverage for losses that-exhaust the limits of underlying coverage. Third, the Company acted
as a reinsurer assuming a portion of those risks assumed by other insurers writing primary, excess and reinsurance coveragces. Fourth,
subsidiaries of the Company participated in the London Market, writing both direct insurance and assumed reinsurance business.

With regard to both environmental and particularly asbestos claims, significant uncertainty limits the ability of insurcrs and reinsurers
to estimate the ultimate reserves necessary for unpaid losses and related expenses. Traditional actuarial reserving techniques cannot
réasonably estimate the ultimate cost of these claims, particularly during periods where theories of law are in flux. The degree of
variability of reserve estimates for these exposures is significantly greater than for other more traditional exposures. In particular, the
Company believes there is a high degree of uncertainty inherent in the estimation of asbestos loss reserves.

In the case’ of the reserves for asbestos exposures, factors contributing to the high degree of uncertainty include inadequate loss
development patterns, plaintiffs’ expanding theories of liability, the risks inherent in major litigation, and inconsistent emerging legai
doctrines. Furthermore, over time, insurets, including the Company, have experienced significant changes in the rate at which asbestos
claims are brought, the claims experience of particular insureds, and the value of claims, making predictions of future exposure from
past experience uncertain. Plaintiffs and insureds also have sought to use bankruptcy proceedings, including “pre-packaged”

bankruptcies, to accelerate and increase loss payments by insurers. In addition, some policyholders have asserted new classes of claims

for coverages to which an aggregate limit of liability may net apply. Further uncertainties include insolvencies of other carriers and
unanticipated developments pertaining to thc Company’s ability to recover reinsurance for asbestos and environmental claims.
Management believes these issues are not likely to be resolved in the near future.

In the case of the rescrves for environmental exposures, factors contributing to the high degree of unccnainty include expanding
theories of liability and damages; the risks inherent in major litigation; inconsistent decisions concerning: the existence and scope of
coverage for environmental claims; and uncertainty as to the monetary amount being sought by the claimant from the insured.

It is also not possible to predict changes in the legal and legislativé environment and their effect on the future development of asbestos
and environmental claims. It'is unknown whether potential Federal asbestos-related legislatlon will be enacted or what its effect would

*
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The reporting pattern for assumed reinsurance claims, including those related to asbestos and environmental claims, is much longer
than for direct claims. In many instances, it takes months or years to determine that the policyholder’s own obligations have been met
and how the reinsurance in question may apply to such claims. The delay in rcport:ng reinsurance claims and exposures adds to the
uncertalmy of esumaung the related reserves. :

Given the factors described above, the Company believes the actuarial tools and other techniques it employs to estimate the ultimate
cost of claims for more traditional kinds-of insurance exposure are less precise in estimating reserves for its asbestos and environmental

- exposures. For this reason, the Company relies on exposure-based analysis to estimate the ultimate costs of these claims and regularly
evaluates new information in assessing its potential asbestos and environmental exposures. *

Reserve Activity S ' ' :

-

Reserves and reserve activity in, the Other Operations segment are categorized and reported as asbestos, environmental, or “all other”.
The “all other” category of reserves covers a wide range of insurance and assumed reinsurance coverages, mcludmg, but not limited to,
potential liability for construction defects, lead pamt snhca pharmaceuucal products, molcstation and other long-tail liabilities.

In addmon within the “all other” catcgory of reserves, Other Operations records its allowance for future reinsurer insolvencies and
‘dtsputes that might affect reinsurance collcctlbthty assocnated with asbestos, erivironmental, and other c]alms recoverable” from
reinsurers, . o , . . _ . _ _ .

) o o : . L

The following table ﬁréqcntq reserve activity, inclusive of estimates for'both l’CpOHCd and incurred but not reported claims, net of
reinsurance, for Other Opcrations, calcbonzed by asbestos environmental and ‘all other clzums for the years ended December 31,

2006, 2005 and 2004. i L ’

. ' o b : Other Operations Losses and Loss Adjustment Expenses
2006 ’ Asbestos Environmental  All Other {1} |5] Total
.Beginning liability — net [2] [3] ©o . . $ 2,291 $ 360 $ 2,240 3 4,891
Losses and loss adjustment cxpenses incurred 314 62 (16) - 360
Losses and loss adjustment expenses paid i T {363) (106) (366) {835)
Ending liability — net {2] |3] ¢ 3 2,242 (4] § 316 5 1,858 $ 4,416
2005 . ‘ .
Beginning liability — net [2] [3] S . 5 2471 $. 38> . 8§ 2514 . § 5370
Losses and loss adjustment expenses incurred 29 52 131 © 212
Losses and loss adjustment expenses paid {209) N (405) . - - (691
Ending liability — net [2] [3] - ‘ $ 2,291 . $ o0 - § 2,240 $ 4,891
2004 . : 7 .
Beginning liability — net [2] [3] ‘ - § 3,783 $ 400 $ 2392 $ 6,575
Losses and loss adjustment expenses incurred 217 78 ¢ 150 _ 445
Losses and loss adjustinent expenses paid [6] (1,199) h 83) . (368) (1,650)
Reclassification of allowance for uncollectible reinsurance {330) (10} 340 —
Ending liability - net [2] [3] 2471 $§ 385 - $§ 2514 -~ § 5370

[1] "4l Other” also includes unallocated loss adiustment expense resérves and the allowaice for tincollectible reinsurance.

[2] Excludes ashestos and environmenial net liabilities reported in Ongoing Operations of 89 and 36, respectivelv, as of December 31, 2006, 510
and $6, respectively, as of December 31, 2005, and 813 and 39, respectively, as of December 31, 2004. Total net losses and loss adjustment
expenses incurred in Ongoing Operations for the years ended December 31, 2006, 2005 and 2004 includes $11, $11 and 313, respectively,
related to asbestos and environmental claims. Total net losses and loss adjustment expenses paid in Ongoing Operations for the years ended
December 31, 2006, 2005 and 2004 includes $12, 317 and §11, respectively, rélated 1o asbestos and environmental claims.

[31 Gross of reinsurance, ashestos and environmental reserves, including liabilities in Ongomg Operations, were 83,242 and $362. respectively, as
of December 31, 2006, 83,845 and $432, respectively, as of December 31, 2005, and 84,322 and 83501, respectively, as of December 31, 2004

[4] The one year.and average three year net paid amounts for asbestos claims, inchiding Ongoing Operations, were $368 and $595, respectively,
resulting in a one year net survival ratio of 6.1 and a three year net survival ratio of 3.8 (9.0 excluding the MacArthur paymenis). Net survival
ratio is the quatient of the net carvied reserves divided by the average annual payment amount and is an indication of the number of vears that
the net carried reserve would last (i.e. survive) if the future annual claim payments were consistent with the calculated historical average.

f5] The Company includes its allowance for uncollectible reinsurance in the “All Other” category of reserves. , When the Company commules a
¢eded reinsyrance contract or setiles a ceded, remsurance dispute, the portion of the, allowatice Jor uncol!ecrrble reinsurance attributable to that
commutation or settlement, if any, is reclassified to the appropriate cause of loss,

f6] 4 vbes'rov paymems' include pavmems pursuant ta the MacArthur selffemem

The Company has been evaluating and closely momtonng assumed reinsurance reserves in Other Opcratlons Wath the transfer of
certain assumed reinsurance business into Other Operations, the segment has cxposure related to more recent assumed casualty
rcmsurance reserves, pamculdrly for'the underwriting years 1997 through 2001. Assumed reinsurance exposures are inherently’ less
predlctable than direct insurance exposures because the Company may not receive notice of a reinsurance claim until the underlymg
direét insurance claim is mature. This causes a delay in the recelpt of information from the ccdmg, companies. In recent years, the
Company has’ seen an mcrcasc 1n rcportcd losscs above prev:ous expectanons and thls mcrca%c in reported losses contrlbuled to reserve
re-estimates.”
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As .a result of the unfavorable trends observed in assumed casualty remsurance, for the years ended Docombcr 31, 2005 and December )

31, 2004, the.Company booked unfavorable reserve development of $85 and $170 respectwoly, related to assumed reinsurance. [n the
second quarter 2006, the Company completed an updated evaluation of its assumed reinsurance reserves. As a result, the Company
increased its domestic assumed reinsurance reserves by $12, primarily due to a reduction in amounts retroceded. In connection with the
assumed reinsurance evaluation, the Company also” recognized $8 of profit sharing commission income based on:favorable loss’
performance’ of certain retroceded contracts. In the: fourth quarter 2006, the Company completed an updated evaluation of its HartRe
assumed reinsurance reserves, The evaluation indicated no change in the Company’s assumed reinsurance reserves. The Company
currently expects to perform a review of its HartRe assumed reinsurance liabilities annually. - ) : e

i

During the third quariers of 2006, 2005 and 2004, the Company completed its annual environmental reserve evaluations. In cach of
these evaluations, the Company reviewed all of its domestlc direct and assunied reinsurance accounts exposed to environmental
liability. The Company also examined its London Market exposures for both direct insurance and ‘assumed reinsurance. In all three
years, the Company found estimates for individual cases changed based upon the particular circumstances of each account, although the
reviews found no underlying cause or change in the claim environment. The net effect of these changes resulted in $43, $37 and 375
increases in net environmental liabilities in 2006, 2005 and 2004, rcspecnvely ~The Company currently expects to.continue to perform
an evaluation of its env1ronmental liabilities annually .

The Company divides its gross environmental exposure into Direct, which is subdivided further as: Accounts with future 'exposuro‘
greater than $2 5, Accounts with future exposure less than,$2.5, and Other direct; Assumed Reinsurance; and London Market. The
unallocated amounts in the Other direct category include an estimate of the necessary reserves for environmental claimns re!ated to
direct insureds who have not previously tendered env1ronmental claims to the Company.

An account may move between categories from one evaluation to the next For example, an account with future cxpectcd exposure of
greater than $2.5 in one evaluation may be reevaluated due to changing conditions and re- -categorized as less than $2.5 in a subsequent
evaluation or vice versa. .

The following table displays gross environmental reserves and other statistics by category as ‘of December 31, 2006.

-Summary of Gross Environmental Reserves

(ross incurred loss activity for the fourth quarter 2006 ‘ .
Total gross environmental reserves as of December 31, 2006 . . 3 362 ) 3.3
[1] Gross Environmenial Reserves bused on the third quarter 2006 environmental reserve study. . . . ‘ .

[2] Number of accounts established as of June 2006. .- . S
[3] includes unallocated IBNR. .
[4] The one year gross paid amount for total environmental claims is $112, resultmg in a one year gross surwva! ratio of 3.2. ,

As of December 31, 2006 '
% of .
Number of Total Environmental 3 Year Gross -
Gross Env lronmental Reserves as of September 30, 2006 [1] ) ~Accounts [2] _ Reserves Reserves Survwal Rtltlo 4]
Accounts with future exposure > $2.5 14 $ 95 25%
Accounts with future exposure < 32.5 ' 524 111 29%
Other direct [3] . Lo L S — 25 6% LS
Total Direct ... 231 60% 33
Assumed Reinsurance ) ! l 100 26% 32
London Market S , 56 14% 3.8
Total gross environmental reserves as of September 30, 2006 |1| l - 387 100% . 33
Gross paid loss activity for the fourth quarter 2006 ! (25) ' .
!
|

During the second quarters of 2006, 2005 and 2004, the Company completed its annual evaluations of the reinsurance recoverables and
allowance for uncollectible reinsurance associated with older, long-term casualty liabilities reported in the Other Operations segment.
In the second quarter of 2006, the Company entered into an agreement with Equitas and all Lioyd’s syndicates reinsured by Equitas
(collectively, “Equitas”™) that resolved,-with minor exception, alt of the Company’s ceded and assumed domestic reinsurance exposures
with Equitas, including all of the Company’s reinsurance recoveries from Equitas under the Blanket Casualty Treaty (BCT). As a
result of the settlement with Equitas and the 2006 reinsurance recoverable evaluation, the Company reduced its net reinsurance
recoverable by $243. As i result of the evaluation in the second quarter of 2005, the Company increased its allowance for uncollectible
reinsurance by $20 0 reflect deterioration in the credit ratings of certain réinsurers and the Company’s opinion as to the ability of
certain reinsurers to pay claims in the future. As a result of the evaluation in the second quarter of 2004, the Company reduced its net
reinsurance recoverable by $181, which was comprised of a $126 reduction of ceded amounts and a $55 increase in lhe ‘allowance for
uncollectible reinsurance. In 2004, the Company also consolidated within the “all other” category its allowance for reinsurer credit
quality and disputes that might affect reinsurance-coverage associated with Other Operations into a single allowance.

In conducting thése evaluanons of remsurance recoverables the Company used its most recem detalled evaluations of cedcd llablhues
reported in the segment including its estimate of future claims, the reinsurance arrangeéments currently in place and the years of
potential reinsurance available. The Company also analyzed the overall credit. quality of the Company’s reinsurers, recent trends in

arbitration and litigation outcomes in disputes between cedants and reinsurers, and recent developments in commutation activity .

between reinsurers and cedants. In 2006, the Company also considered the effect of the Equitas settlement on the collectibility, of
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amounts due from other upper-]ziyer reingurers under the BCT. The allowance for uncollectible reinsurance reflects management’s best *
estimate of reinsurance cessions that may be uncollectible in the future due to reinsurers’ unwillingness or inability to pay.

As of December 31, 2006, the allowance for uncollectible reinsurance for Other Operations totals $294. The Company currently
expects to perform its regular comprehensive review of Other Operations reinsurance recoverables annually. Uncertainties regarding
the factors that affect the allowance for uncollectible reinsurance could cause the Company to change its estimates, and the effect of
these changes could be material to the Company’s consohdated results of operatléns or cash flows.

During the ‘second quarters of 2006 and 2005, the Company completed its annual asbestos reserve evaluations. As part of these
evaluations, the Company reviewed all of its open direct domestic insurance accounts exposed to asbestos liability as well as assumed
reinsurance. The Company also examined its London Market exposures for both direct insurance and assumed reinsurance. These
evaluations resulted in no addition to the Company’s gross and net asbestos reserves. During the first quarter of 2004, the Company
completed an updated gross asbestos reserve evaluation. As part of this evaluation, the Company also reviewed all of its open direct
domestic insurance accounts exposed 1o asbestos liability as well as assumed reinsurance accounts and certain closed accounts. The
Company also examined its London Market exposures for both direct insurance and assumed reinsurance. The evatuation indicated no
change in the overall gross asbestos reserves. The Company currently expects to continue to perform an evaluation of its asbestos
liabilities annually.

On December 19, 2003, Hartford Accident and Indemnity Co. (“Hartford A&I”) entered into a settlement agreement with MacArthur
Co. and its subsidiary, Westem MacArthur Co. Under the settlement agreement, during the first quarter of 2004, Hartford A&]I paid
$1.15 billion into an escrow account owned by Hartford A&I. The funds were held in the escrow account until conditions precedent to
the settlerent occurred. On April 22, 2004, the funds were disbursed from the escrow account into a trust established for the benefit of
present and future asbestos claimants pursuant to the bankruptcy plan. The settlement paymcnts were accounted for as a reduction in
unpaid loss and loss adjustment expcnses during the first quarter of 2004,

The Company divides its gross asbestos exposures into Direct, Assumed Reinsurance and London Market. The Company further
divides its direct asbestos exposures into the following categories: Major Asbestos Defendants (the “Top 70” accounts in Tillinghast’s
published Tiers 1 and 2 and Wellington ‘accounts), which are subdivided further as; Structured Settlements, Wellington, Other Major
Asbestos Defendants; Accounts with Future Expected Exposures greater than 825, Accounts with Future Expcctcd Exposurcs less than
$2.5 and Unallocated.

s Structured Settlements are those accounts where the Company has reached an agreement with the insured as 1o the amount and
timing of the claim payments to be made to the insured.

»  The Wellington subcategory inclirdes insureds that entered into the “Wellmgton Agreemcnt” dated June 19, ]985 The Wellington
Agreement provided terms and conditions for how the signatory asbestos producers would access their coverage from the sngnatory
insurers.

‘s The Other Major Asbestos Defendants subcatebory represents insureds included in Tiers 1 and 2, as defined by Tillinghast, that are

not Wellington signatories and have not entered into structured settlements with The Hartford. The Tier | and 2 classifications are
meart to capture the insureds for which there is expected to be significant exposure to asbestos claims.

¢ The Unallocated category includes an estimate of the reserves necessary for asbestos claims related to direct insureds that have not
previously tendered asbestos claims to the Company and exposures related to liability claims that may not be subject to an
aggregate limit undcr the applicable policies.

.

An account may move between categories from one evaluation to the next. For example, an account with future expectcd exposure of
greater than $2.5 in one evaluation may be reevaluated due to changing conditions and recategonzed as less than $2.5 1n a subsequent
evaluation or vice versa. : :

T
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The following table displays gross asbestos reserves and other statistics By policyholder category as of December 31, 2006

Summary of Gross Asbestos Reserves '

" As of December 31, 2006
% of  All Time .
Number of Al Time = Total Asbestos  Ultimate 3 Y¢éar Gross Survival
Accounts [2] 'Paid |3] Reserves  Reserves 13] Ratio [4] |5]
Gross Asbestos Reserves as of . s . C
June 30, 2006 [1] : ' : e ' ’ '
Major asbestos defendants [6] ’ . ' ' ‘
Structured settlements (includes 4 : . ' T -
Wellington accounts) L 7 $ 386 S5 418 C12% % - 804 6.9
Wellington (ditect only) =~ o290 692 - 130 - 4% 822 - 5.3
Other major asbestos defendants : 29 - 459 154 4% - - 613 - 24
No known pelicies (includes 3 Wellington ; -
accounts) 5 . — — — — - —
Accounts with future exposure > 2.5 R 663 - 959 27% 1,622 7.5
Accounts with future exposure <$2.5 - 1,015 198 129 - . 4% -~ 327 - 38 '
Unallocated [7] C Sl 1. 1418 - 696 0% 2114 T T T
Total Direct ‘ [ 3816 * 248 = 1% 6,302 - 34
Assumed Reinsurance ’ . i. l 833 Y 19% 1,480 6T ’
London Market . | 495 358 10% - 853 7.1
Total as of June 30, 2006 [1] 1 [ 5,144 3,491 100% 8,635 4.0 "
Gross paid loss activity for the third quarter | : ‘
and fourth quarter 2006 } P 257 (257) .
Gross incurred loss activity for the third W ! . :
_quarter and fourth quarter 2006 g 8 Co 8 ;
Total as of December 31, 2006 } 'S S, 401 § 3,242 $ 8,643 3.6

Total as of December 31, 2006 excluding
MacArthur Settlement [8] . D $ 4,251 - 6.3

{1} Gross Asbestos Reserves based on the second quarter 2006 ashestos reserve study. ' o T

2] An account may move between categones from one evaluation 10 the next. Reclassifications were made as u result of the reserve. evaluation
completed in the second quariter of 2006, .

[3] "All Time Paid" represents the fotal payments with respect to the'indicated claim type that have already been made by the Compam' as of the
indicated balance sheet date. "All Time Ultimate” represents the Company's estimale, as of the indicated balance sheet date, of the total
payments that.are uitimately expected 16 be made to fully settle the indicated payment type. The amount is the sum of the amounts already paid
(e.g. "All Time Paid") and the estimated future pavments (e.g. the amount shown in the column labeled "Total Reserves”).

[4] Survival rativ is a commonly used industry ratio for comparing reserve levels between companies. While the method-is commonly used, it is not
a predictive technique. Survival ratios may.vary over time for numerous reasons such as large payments due o the final reselution of certain
asbestos liabilities, or reserve re-estimates. The survival ratio presented in the above table is computed by dividing the recorded reserves by the
average of the past three years of payments. The ratio is the calculated number of years the recorded r